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Certain defined terms

Unless the context requires otherwise,

'HSBC Holdings" means HSBC Holdings plc
and ‘HSBC’, the ‘Group’, ‘we’, ‘us’ and ‘our’
refer to HSBC Holdings together with its
subsidiaries. Within this document the Hong
Kong Special Administrative Region of the
People’s Republic of China is referred to as
‘Hong Kong'. The abbreviations ‘$m’, ‘$bn’ and
‘$tn’ represent millions, billions (thousands of
millions) and trillions of US dollars, respectively.
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Group Chief Executive foreword

Tackling climate change is one of the most
urgent and complex challenges facing humanity.

The key question the world faces is how to
deliver the wholesale economic transformation
required to limit global warming to 1.5°C, at

the speed and scale that is needed. A challenge
compounded by the need to, in tandem, address
wider societal challenges to deliver inclusive
economic growth and protect and restore
nature and biodiversity.

As one of the world’s largest international
banks — which has supported much of the
world’s industrial base for more than 155 years
and is present in the regions and sectors where
the most significant change is needed — HSBC
is well placed to help support and finance the
transformation. We also see significant
commercial opportunities in helping to finance
the new economy, transition to a new type of
sustainable economic growth, and create a
more secure and resilient planet.

We recognise that our history brings with it an
unavoidable starting point — a portfolio today with
a heavy financed emissions footprint. In 2020,
we set an ambition to become a net zero bank
by 2050. Since then, we have made progress in
support of this ambition — including providing
and facilitating sustainable finance and
investment for our clients, updating key financing
policies, investing in the scaling up of emerging
climate technologies and setting 2030 targets for

financed emissions in a range of high-emitting
sectors. While there is much more to do, we are
bringing all this work together to provide an
overview of the actions being taken and planned
to embed our net zero ambition across HSBC

in our first net zero transition plan.

Our motivation to act is threefold: (1) to seize the
significant economic opportunity that exists in
financing the investment needs of our customers
in the transition, while helping them to prosper;
(2) to help mitigate the rising financial and wider
societal risks associated with failing to achieve
the required transition across industries and
geographies; and (3) to help shape (not just
follow) the understanding, policies, market
structures and standards necessary to achieve

a just transition while maintaining sound
economies.

Our first net zero transition plan is an important
milestone in our journey to achieving our net
zero ambition. Our aim is to help our people,
customers, investors and other stakeholders to
understand our long-term vision, the challenges
and dependencies that exist, and the progress
we are making in our own transition. We also
want to demonstrate how we intend to harness
our strengths and capabilities in the areas where
we believe we can best support large-scale
emissions reductions: transitioning industry,
catalysing the new economy, and decarbonising
trade and supply chains.

As one of the world’s largest international
banks, HSBC is well placed to help support
and finance the economic transformation
required to limit global warming to 1.5°C.

HSBC Holdings plc Net Zero Transition Plan
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Achieving net zero will require change in every
sector of the economy. A key mechanism for
driving this change will be the development and
implementation of viable transition plans within
all sectors. The existence of these transition
plans will help companies mobilise the support
necessary from their suppliers, customers,
investors, bankers and governments, as well as
from within their own organisations. The plans
can outline the practical steps, options,
dependencies and risks a company faces to
decarbonise its business model, manage risks,
and seize opportunities from the transition.

The radical change in the shape of many
industries required by net zero cannot be
achieved by any one organisation or part of

the financial system alone. Our own ability to
become a net zero bank by 2050 is dependent on
the pace of decarbonisation in the real economy
and on our customers’ ability to transition their
business models. Our customers are themselves
dependent on the scaling of new technologies
and on the policies that support this. Ultimately,
as a bank, our transition plan is the aggregation
of our customers' transition plans, which is why
our approach is based on working with our
customers. In addition to our corporate and
public sector customers, we also aim to work
with our retail customers, who will need to adopt
new sustainable solutions at scale if we are to
meet our ambition.

In the years ahead, the science, methodologies
and data we use to set our targets, inform our
policies and measure our progress will all need to
continue to evolve. It is imperative we have an
iterative approach, guided by industry standards,
that keeps up-to-date with real economy progress
on decarbonisation across the sectors and
geographies we serve. This will be impacted by
fiscal and regulatory policy development, as well
as the uptake of new business models and
emerging technologies we need to reach net zero.

All of this means that our own approach —
including our transition plan itself — will continue
to evolve. We will need to regularly reassess our
progress openly, transparently and in conjunction
with our stakeholders — with a belief that future
iterations of our transition plan can continue to
build upon the last one.

HSBC has succeeded for more than 155 years
because we have acted in the long-term interests
of our clients, our people and the communities
we serve. Today, we must help to finance and
drive the clean industrial revolution and
collaborate globally to help enable change at
scale. Our first net zero transition plan explains
how we are working to do this —and playing our
part in working towards a net zero future.

Noel Quinn
Group Chief Executive

25 January 2024
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Understanding our net zero transition plan

Founded in 1865, HSBC is one of the largest banking and financial service organisations

in the world. In delivering on our purpose — opening up a world of opportunity — we bring
together the people, ideas, and capital that nurture progress and growth, for our customers,
our people, our investors and our communities.

The net zero imperative

Many of the financial and economic risks posed by
climate change, as well as some of the measures
necessary to mitigate it, are readily apparent.

There is a need to accelerate progress on the
transition to a net zero global economy to try to
limit global warming to 1.5°C: the threshold for a
safe climate according to the Intergovernmental
Panel on Climate Change,! endorsed both by the
global scientific community and through the Paris
Agreement. So far approximately 150 countries
have announced net zero targets, as well as
many regions, cities and companies.? However,
even if today’s pledges are implemented in full
there is still an emissions gap to get on track

for 1.5°C if we and society at large are to achieve
our shared goals.®

If the world is to achieve 1.5°C, strong action is
needed to enhance and operationalise net zero
pledges. The transition itself will bring new risks
and uncertainties, which need to be carefully
managed. These range from energy security and
risks related to new critical and volatile supply
chains, through to the impact of transition policies
and regulations on credit risk or forward-looking
asset prices, technology risks or corporate liability
risks.

For economies to decarbonise while still serving
the social and economic needs of countries,
businesses across all industrial sectors will need
to find and invest in alternative technological
solutions and business practices to lower their
greenhouse gas emissions, and consumers will

need to adopt the ensuing new solutions at scale.

Industrial transformation on this scale will require

significant investment over the next 20 to 30 years.

Such investment will require unprecedented
cooperation between public sector finance and
private sector finance. The shape, speed and
overall costs of the transition in a country or in
the global economy will be heavily determined
by government policy, which itself can help
propel innovation and investment. Addressing
climate change will not be easy, but both the
risks of inaction and the scale of opportunity
are significant.

Our net zero journey so far

In October 2020 we announced our ambition to
become a net zero bank by 2050. In 2021, we
included the transition to net zero as one of the
four key pillars of our corporate strategy. In May
2021 we also passed a resolution on climate
change that had the backing of 99.71% of our
shareholders. It was based on a core aim to

Highlights from our net zero journey since October 2020

4 Setambition to be a net zero bank
: by 2050, including our portfolio of
. financed emissions

§ Set ambition to be net zero in
: own operations and supply
. chain by 2030

§ Set ambition to provide and facilitate
 between $750bn - $1tn of

9 Set on-balance sheet 2030 financed
. emissions targets for oil and gas,
and power and utilities

support our customers in their transition to net
zero and to a science-based strategy, with interim
targets on a sector-by-sector basis consistent
with achieving net zero by 2050. Since 2020,

we have taken a number of steps to begin to
execute on our net zero ambition and manage
our climate risks (see below).

As a global universal bank that serves over

40 million customers across 62 countries and
territories, with millions of transactions each year, a
top-down approach to making progress is critical.

This means focusing our efforts on where we can
help drive material and implementable change,
and applying learnings as we work to embed net
zero and climate risk management across the
Group. It means focusing first on the sectors

and customers with the highest emissions and
transition risks. It means using materiality to
guide how we set our sectoral 2030 targets,
where we apply our policies, where we prioritise
customer transition plan engagement, where we
direct transition finance and investment, and how
we report on relevant exposures. It means using
a risk based, proportionate and iterative approach
to how we work to embed net zero into our
organisation over time.

@ Set on-balance sheet 2030 financed
: emissions targets for key transport
. and heavy industry sectors

@ Established a 3-year, bank-wide,
. internal sustainability transformation

. sustainable finance and investment

¢ by 2030

@ Launched $100m five-year
. Climate Solutions Partnership

2021

9 Published Statement on Nature programme
4 $650m raised for natural capital @ Published initial
. . funds by Climate Asset Management - Net Zero
¢ Published net : ! Transition Plan
: zero-aligned 4 Achieved $210.7bn of our :
: Group thermal : sustainable finance and
: coal phase-out : investment ambition over
: policy : 2020-2022
2022 2023 2024

# Climate resolution
presented to and supported
by shareholders at AGM

@ Published net zero-aligned
Group energy policy

@ Set on-balance sheet 2030
:  financed emissions target
for thermal coal mining

@ Became a member of the Net Zero
Banking Alliance and Net Zero
Asset Managers Initiative :

@ |Initiated support for the Just Energy
Transitions Partnerships in Indonesia
and Vietnam

4 Made the transition to net zero a
key pillar of the Group corporate

strategy : .
4 Launched our customer transition

plan assessment programme

HSBC Holdings plc Net Zero Transition Plan

@ Became a founding member of
the Global Climate Finance
Centre and the Capacity-building
Alliance of Sustainable
Investment

@ Became a founding funder of the
Just Transition Finance Lab,
hosted at LSE's Grantham
Research Institute
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Our net zero transition plan

We have prepared our net zero transition plan to provide an overview of our approach to net zero
and the actions we are taking to help meet our ambition. WWe want to be clear about our approach,
the change underway today and what we plan to do in the future. We also want to be transparent
about where there are still uncertainties and dependencies.

Our transition plan covers the HSBC Group.

For the purposes of our first transition plan

we have focused primarily on the sectors and
customers where we would anticipate making
the most significant impact on emissions
reductions. We have highlighted where a tailored
approach is being taken by individual business
lines, for example HSBC Asset Management's
separate policies and targets, in response to their
own obligations and regulatory requirements.

The plan is organised into three sections: vision
and strategic approach, sector transitions and
implementation plan.

EJ Vision and strategic approach — sets out
our vision for financing the transition to net zero.
It outlines how we intend to use our strengths to
make the financing, facilitation and investment
choices that can have a meaningful impact on
decarbonisation in the real economy, as well

as the principles we aim to use to help guide
this approach.

In this section we provide an overview of our
approach to sector transitions, including how
we seek to use sector pathways to engage with
customers on the future of their industries. It
includes our approach to setting and evolving
our sectoral financed emissions targets and
making progress towards them.

We introduce the key elements of our
implementation plan, which we structure around
how we aim to support our customers, embed
net zero into the way that we operate as an
organisation, and partner for systemic change.

Overview of our approach to net zero

Our net zero strengths
Where we believe we can
best promote change

Transitioning industry

H Sector transitions — looks at the expected
transition in the following key economic sectors:
energy supply (which includes oil and gas and
power and utilities); automotives; aviation;
shipping; cement; chemicals; iron, steel and
aluminium; mining; real estate (including
commercial and residential); and food, forests
and other land use. For each we describe the
technologies, investment needs and external
dependencies that, based on current
understanding, are needed to make a net zero by
2050 pathway viable, and where a 1.5°C-aligned
2030 pathway is most at risk. We also outline our
related portfolio and our aims and targets, where
applicable, and the actions we are taking to
support sector decarbonisation.

Implementation plan — provides details of
how we are working to embed net zero across
key areas of our organisation to help ensure
that we can play a role in enabling the transition
to net zero in the markets we serve. Our
implementation plan sets out how we have
begun to embed net zero: into the way that we
support our customers, both through customer
engagement and the provision of financing
solutions; into the way that we operate as an
organisation, including risk management,
policies, governance and own operations; and
into how we partner externally in support of
systemic change.

Catalysing the

new economy

Uncertainties and dependencies

The most significant challenge in
developing a transition plan at this early
stage is the relative novelty of the process
and the uncertainty in many of the areas
we are seeking to address. This includes
evolving science, methodologies, scenario
analysis and industry standards, challenges
on data quality and availability, and the
need to build data sets and reporting
infrastructure for types of data that
financial institutions historically have not
gathered. It includes the pace of
technology evolution, which varies
dramatically from industry to industry, and
is heavily reliant on the emergence of a
supportive regulatory and fiscal policy
environment. Economic and geopolitical
events will also continue to have an impact.
The only certainty is that these and other
developing areas will unfold in ways that
we cannot accurately forecast today. As a
result, the ambition and details around
implementation in this transition plan will
need to evolve over time. Rather than wait
for these areas to become clear and for our
monitoring and reporting infrastructure to
further develop, we have chosen to lay out
and pursue the plans we have today, based
on currently available data, infrastructure,
resources, technologies and standards.

Critical to our approach is a recognition
that as a bank we cannot do this alone.
Our ability to transition relies on
decarbonisation in the real economy — both
the supply and demand side — happening
at the necessary pace. Our customers and
the industries and markets we serve will
need to transition effectively, supported by
strong government policies and regulation,
and substantially scaled investment.
Engagement and collaboration are
therefore key to how we respond.

Decarbonising trade

and supply chains

Our implementation plan
Embedding net zero into how we
engage, operate and collaborate

Supporting
our customers

& @)

Embedding net zero into
the way we operate

Partnering for
systemic change

Our net zero principles
Aligned to our core values and
guiding our implementation

HSBC Holdings plc Net Zero Transition Plan

Science-based, transparent
and accountable

Integrating nature

Just and inclusive
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The development of our transition plan has
involved engagement across HSBC and draws
on currently available guidance and standards.

The HSBC Holdings Board (the Board) has
overseen the development of the plan, along with
the Group Executive Committee and wider senior
management. The Board's oversight has been
supported by an assurance process involving

our risk, finance and internal audit functions.

In preparing our first transition plan, we have
taken into consideration the guidance available
to us at the time of developing this document,
recognising that the landscape of frameworks,
standards, regulations and data in this area is
rapidly evolving. This has included the
recommendations set out in the Glasgow
Financial Alliance for Net Zero's (GFANZ)
Financial Institution Net-zero Transition Plans
framework and the UK Transition Plan Taskforce's
(TPT) draft framework, published in November
2022. We have also started to take into

Sector transitions Implementation plan

consideration the final TPT framework, published
in October 2023.

In developing our transition plan, we have
utilised a number of external sources and
scenarios. Our plan also includes contextual
sector information including figures, charts and
graphs, some of which have been prepared by
third parties or which draw on third party data.
Our plan has been informed by a range of inputs,
including on the estimated sizing of future
transition financing and capital expenditure
requirements by McKinsey's Transition Finance
Model (as at June 2023), which applies publicly
available 1.5°C-aligned scenarios (including IEA
Net Zero Economy (2021) and the Network for
Greening the Financial System (NGFS) Net Zero
2050 from the NGFS 2.0 release). This model
involves the use of estimates and assumptions
in formulating its projections.

The models, data sources, figures, charts and
graphs used were prepared at various points

Continuing our net zero journey in 2024 and beyond

Selected areas of focus

&

Supporting
our customers

&

Embedding net zero
into the way we operate

Additional information
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prior to the date of publication of this plan and
may become outdated over time. We recognise
that the models and some of the other data
sources we have used in preparing our plan are
not fully mature and will continue to evolve as
methodologies and data develop. All such
information is provided for information purposes
only. Such information has not been independently
verified. For further important information
regarding ESG data, metrics and forward-looking
statements, please see the cautionary statement
on pages 95-96.

Our initial transition plan provides an overview of

the progress we have made to date and what we
plan to do next (see below for summary), however
we acknowledge there is still much more to do.

It will form the basis of further work on our
journey to net zero over time, and we expect to
review and update it periodically. We plan to
report on our progress against key actions and
metrics in our annual disclosures.

Partnering for
systemic change

¢ Scale and innovate our
sustainable finance and
investing products and
services to help support
our customers’ transitions

# Continue the roll-out of our
corporate customer transition
plan assessment programme

* Further enhance our support
for nascent climate
technologies and climate
tech pioneers

¢ Continue to review and
update financed emissions
disclosures and targets,
including considering a range
of approaches for remaining
key sectors

* Publish facilitated emissions
and associated targets

* Explore new metrics to help
measure progress towards
achieving our net zero
ambitions

¢ Continue to embed financed
emissions considerations into
transaction decision-making
and portfolio optimisation

* Further develop and embed
our approach to nature and
the just transition

¢ Continue to develop our
climate risk management
activities, including scenario
analysis capabilities and
embedding climate risk into
wholesale credit processes

* Review sustainability risk
policies annually, and update
as relevant, informed by
emerging science and
industry practice

¢ Strengthen data and analytics
capabilities

* Deepen bank-wide net zero
culture and capabilities

¢ Continue to review

governance and incentives
to facilitate delivery

¢ Continue to support systemic
change through new and
existing partnerships

¢ Engage through industry
alliances and initiatives to
help build a supportive
enabling environment

¢ Further align our philanthropic
spending to support the net
zero agenda, including
helping to deliver meaningful
progress on cross-cutting
issues such as nature and
the just transition

HSBC Holdings plc Net Zero Transition Plan
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Vision and
strategic approach

8 Our vision and strategic
approach

14 Our approach to sector
transitions

19 Our approach to implementation
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Our vision and strategic approach

Qur role in the transition

Responding to the challenge and opportunity
presented by net zero requires us to work across
HSBC to implement and embed our transition
plan, to manage associated risks and to help
sustain and grow value for our customers, our
shareholders and our wider stakeholders over
the decades ahead.

An opportunity to make an impact

We want to make financing, facilitating and
investment choices that can lead to a meaningful
impact on emissions reduction in the real
economy, not just our portfolio. This requires
engaging with our customers on their transitions
to help finance decarbonisation in the sectors
and geographies with the most change ahead,
rather than simply divesting in the short term to
help meet our own portfolio financed emissions
targets.

For over 165 years HSBC has supported the
economic development of energy, industry and
entrepreneurs, from east to west. We can now
help support clean industrial development and
new economy entrepreneurs.

Our starting point in the transition to net zero
is one of a heavy financed emissions footprint.
Our history means our balance sheet is weighted

towards the sectors and regions which matter
the most in terms of emissions and whose
transitions are therefore key to the world’s ability
to reach net zero on time. Our customers are the
power producers that will power Asia’s growing
population, the energy companies and miners at
the heart of future global energy value chains, the
steel and cement makers, and the retailers or
transport and logistics companies critical to
global supply chains.

This footprint means we will naturally have a
challenging and complex transition, with
countries and actors at different starting points
and moving at different speeds. However, it also
provides us with an opportunity to work with our
customers to help make an impact —in both the
emissions challenge and the financing challenge.

Rapid change will require unprecedented levels
of investment across industries as the world
transitions away from the use of unabated fossil
fuels and invests in the sectors and technologies
of the net zero economy. Third-party analysis of
publicly available 1.5°C-aligned scenarios
suggests an order of magnitude estimate of
$155 trillion is needed to finance the transition to
net zero by 2050 in the markets HSBC serves, of
which $39 trillion is estimated to be required by

Additional information
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2030.* Further analysis indicates that around

40 to 50 per cent of corporate capital expenditure
by 2030 will be directly linked to the transition,
funding the new technologies and low-carbon
infrastructure vital to the industries of the future.®

Failure by society to respond to climate change
creates potential systemic risk to the financial
sector. Today’s macroprudential regulators are
increasingly focused on the resilience of the
financial system to climate risks — both physical
and transition. Recognising this, we are working
to address the climate risks in our portfolio and
business model, and to support our clients

and help finance the transition at scale in the
real economy.

(=)
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Third-party analysis estimates

$155tn

is needed to finance the transition to net zero by 2050
in the markets HSBC serves.®

HSBC Holdings plc Net Zero Transition Plan
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Supporting our customers

Achieving our net zero ambition depends on our
customers” ability to transform their business
models and decarbonise. This in turn is heavily
impacted by the existence, or not, of a stable and
supportive policy and regulatory environment to
help de-risk and scale private sector investment,
alongside public sector investment into clean
energy, technologies, infrastructure and markets.
The reality is that today government policies are
in many cases not in line with countries’ own net
zero pledges, and those pledges themselves are
not sufficient to meet net zero emissions by 2050.

Alongside this critical policy context, we can
support companies to transition through our
engagement with them, the products and
services we offer, and our financing choices.
Engaging with our corporate customers on their
own transition plans will help inform those
financing decisions and the kind of support we
provide. They help us to identify where we can
channel finance to projects and plans that can
deliver emissions reductions and where credit
or wider climate risks exist.

We have established financing and investment
policies covering material activities in some of
the key sectors that drive emissions (see Using
policies to drive change on page 70) and we are
setting science-based parameters for the future
shape of our financing portfolio — represented by
sectoral 2030 financed emissions targets (see
Our approach to sector transitions on page 14).
We are taking a materiality-based approach and
have focused first on the highest emitting sectors
within energy, transport and industry, with work
on how to measure and support decarbonisation
in wider sectors underway. Our financing decisions
are informed by these policies and targets and
(where relevant) corporate customers' transition
plan assessments, in accordance with our
approach set out on page 54 and our standard
risk-return considerations (see Managing risk in
transition to net zero on page 64).

Navigating the challenges

Our transition will be complex. We must
navigate changes in regulation, consider local
policy requirements when implementing our
plan regionally, and recognise the differing levels
of technology and infrastructure readiness our
customers face around the world.

Many investments that are key to achieving net
zero do not currently meet the risk-return profiles,
structure or terms that are typically expected by
financiers. This can include:

* Clean energy infrastructure projects, for
example, often require long-term financing
which may make them an attractive
investment for some investors but makes them
harder for banks like HSBC to finance at scale
on our balance sheets given risk-weighted
prudential capital requirements.

* The continued existence of a ‘green premium’
and a shortage of projects to scale the nascent
technologies needed to decarbonise industry
and long-distance transport, such as clean
hydrogen and sustainable aviation fuels.

HSBC Holdings plc Net Zero Transition Plan
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* Our emerging markets customers face rising
energy demand, relatively young carbon-
intensive assets, high financing needs but
substantially higher capital costs due to
political or currency risks.

Each of these factors can inhibit the flow of
financing, facilitation and investment to where
it is needed to drive meaningful impact.

As the energy system transitions to a net zero
future over the coming decades, the banking
sector will need to provide some ongoing finance
to keep oil and gas flowing to meet current and
future (declining) global demand, while
maintaining energy security, access and
affordability at a local level. It will need to do so
with appropriate guardrails, informed by science
and international guidance, that enable us to
help companies and nations to decarbonise

and diversify.

We will need to work to manage our portfolio-level
oil and gas financed emissions downwards
towards our science-based 2030 target.
Transparency on progress will be important, both
in terms of the financed emissions from our own
balance sheet as well as from our capital markets
activities for the sector.

The world cannot solve the climate crisis without
addressing the nature crisis, with at least one
third of the emissions reductions required to limit
warming to 1.5°C linked to the land use system
and nature.” We recognise the importance of
safeguarding nature and the important role of
nature in a net zero transition. As such, we are
considering how we can direct finance to help
scale nature-positive activities.

Finally, the world needs to promote resilience and
a just and inclusive transition for communities
globally. Communities around the world are
grappling with cost of living challenges, climate
impacts and food shortages. They will need
substantial support to transition successfully and
equitably. Many will also need finance to help
become more resilient to a changing climate,
including investment in climate-resilient
agriculture technologies, flood defences and
early warning systems.

g
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Harnessing our financing capability

In partnership with our customers, we can help
to support the transition from high-emitting
activities to cleaner alternatives. We have already
provided and facilitated $210.7 billion of
sustainable finance and investment between
2020 and 20222 (see Measuring progress on
page 84).

Our track record of helping entrepreneurs and
companies to grow internationally gives us the
capability to help scale the “new economy”
business models and technologies of the future.
And as one of the world’s leading trade finance
bank,® we have substantial experience in building
sustainable supply chains.

As an active participant in capital markets
underwriting, we understand the importance of
including global capital markets in the transition.
Capital markets are driving more economic
activity than ever before, with estimates that at
least a third of the investment needed to finance
the transition will be provided via access to capital
markets.® We are also engaging with standard
setters to help incentivise decarbonisation
through the green and sustainable bonds market.

We are providing our personal and private
banking customers with options to invest in

the technologies that will help form the
foundation of the net zero economy. Our Asset
Management business and its joint venture with
Pollination, Climate Asset Management, are
bringing new sustainability propositions to the
market for global investors. These include
sustainable exchange traded funds (ETFs);
alternative funds focused on climate tech,
carbon markets, conservation and nature-based
solutions; and sustainable infrastructure.

HSBC provided and facilitated

$210.7bn

of sustainable finance and investment
between 2020 and 2022*

T
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2 See HSBC's Sustainable Finance and Investment Data Dictionary 2022 for how we define sustainable finance and
investment. Sustainable finance and investment figures are as reported in the HSBC Annual Report and Accounts 2022.


https://www.hsbc.com/-/files/hsbc/investors/hsbc-results/2022/annual/pdfs/hsbc-holdings-plc/230221-hsbcs-usd750-bn-usd-1-trn-sustainable-financing-and-investment-ambition-data-dictionary-2022.pdf?download=1
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Our strategic approach to net zero: playing to our strengths

In October 2020, we announced our ambition
to become a net zero bank by 2050. In 2021, we
included the transition to net zero as one of the
four key pillars of our Group corporate strategy.

Recognising both the commercial opportunity of
taking action and the potential risks of inaction by
society at large, we aim to rebalance our capital
deployment towards achieving net zero over the
coming decades.

We believe we can do this best by promoting
change in three key areas that play to our
strengths as an organisation and can help
deliver a broader impact on decarbonisation
in the global economy.

Our net zero strengths

Additional information
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Transitioning
industry

Transitioning
industry

Many of the world’s largest metals and mining
companies, energy companies, auto makers,
aviation and shipping companies, cement
makers and industrial conglomerates are our
customers. This provides us with an opportunity
to help support the industries — and the major
actors therein — that underpin future energy
demand and supply and whose transformation is
key to a net zero future. These are the industries
and customers that are also the backbone of the
global economy and many face the highest
transition risks.

2

Catalysing the
new economy

Working with energy, transport and industrial
actors to help finance their transition will require
regular engagement on transition planning and
progress, and investment in innovation,
diversification and decarbonisation.

As part of our strategy and supported by our
climate risk approach (see Managing risk in
transition to net zero on page 64), we are aiming
to achieve a 1.5°C-aligned phase-down of our
financed emissions from our portfolio. To support
this, we have announced 2030 targets for the
highest transition risk sectors — oil and gas,
power and utilities, transport (automotives and

HSBC Holdings plc Net Zero Transition Plan

(o

Decarbonising trade
and supply chains

aviation) and heavy industry (thermal coal
mining, cement, and iron, steel and aluminium).
We aim to disclose progress towards these
targets on an annual basis.

For oil and gas and thermal coal mining, these
are absolute targets, in line with our ambition
to phase down fossil fuel financing. For power
producers, heavy industry and transport,
substantial capital investment will be required
before 2030 to support customers to both
reconfigure their technology and infrastructure
away from fossil fuels, and to increase the
production of materials required for the
expansion of clean power, mobility and buildings.
We have therefore set intensity-based financed
emissions targets for these sectors and aim to
support customers working to drive down their
emissions.

In addition, there is a need to address under-
investment in the clean technologies that are

key to transitioning industry. This includes the
clean power assets that are already mature,
cost-competitive and key to reducing demand

for fossil fuels in industry and buildings, as well
as more nascent technologies critical to
decarbonising heavy industry and transport but
which require substantial scaling. VWe are working
to accelerate these investments both on our own
balance sheet and through new vehicles such as
Pentagreen Capital, which is targeting $1 billion of
patient capital investment in marginally bankable
clean energy and adaptation projects in Asia.
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Catalysing the
new economy

E

We have been a bank for entrepreneurs for
over 155 years. We are well placed to help the
pioneers of the new net zero economy to grow
on a global scale by directing capital, and
facilitating that of our customers, towards the
entrepreneurial companies innovating to create
the technologies and business models needed
for a net zero future.

Approximately 35 per cent of the emissions
reductions required to get to net zero by 2050
are expected to come from technologies not
yet available on the market'?, requiring an
unprecedented level of innovation financing
this decade. We want to help unlock a range
of climate solutions, including smart energy
systems, battery storage, sustainable food and
agriculture, carbon removal technologies and
sustainable fuels.

With the launch of HSBC Innovation Banking
alongside our Commercial Banking business

we can support innovative climate and nature-
focused tech companies at their very earliest
stages. We are working with customers from
seed stage through to global scale up to become
large international enterprises. We can provide
venture debt and project finance, in addition to
core banking, capital markets, advisory and trade
services. We can help to introduce climate tech
companies to our large corporate clients and can
help to identify opportunities for co-investment
through our network of family offices,
endowments and mission-aligned investors.

Our new targeted propositions for the climate
tech ecosystem include our $1 billion allocation
of venture debt capital for climate tech start-ups,
our New Economy Fund in Asia, and HSBC
Asset Management's role as an active climate
tech investor, including through its Climate Tech
Venture Capital fund.

Implementation plan

We want to help catalyse some of the
challenging-to-finance, high capital expenditure,
first- or second-of-a-kind demonstration projects
critical to decarbonising high-emitting sectors.
Our collaboration with, and $100 million
investment into, Breakthrough Energy Catalyst
to help fund such projects is one such example.

g Decarbonising trade
"2 and supply chains

Tackling emissions from global supply chains is
essential: total end-to-end emissions of industry
leaders are often ten times greater than their
direct emissions." We can play a role in helping
to decarbonise cross-border trade flows and
supply chains.

Many suppliers need finance to invest in more
efficient processes, better logistics and cleaner
sources of power. Our sustainable supply chain
solutions can help suppliers access working
capital which can be used to support emissions
reduction and wider sustainability improvements.
They can also help customers align their
sustainable procurement standards, as well

as promote disclosure and certification
requirements on wider sustainability metrics
across their supply chain.

Trade loans, receivables finance, commodity,
and structured trade finance help to drive the
real economy. By incorporating sustainability
principles into our global trade finance offering,
we can help our customers with their working
capital transition needs.

We have a range of sustainable trade financing
solutions that are both purpose-led and strategic.
Our purpose-led propositions, for example our
green trade finance and sustainable trade
instruments, are to finance specific end-use.

Our strategic propositions, including sustainable
supply chain financing and sustainability linked

Additional information
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lending for trade, may help support customers
in meeting their longer-term, enterprise-wide
environmental and social targets.

There is more to do, particularly in the cross-border
supply of green commodities and technologies
from battery minerals, electric vehicles and solar
panels, to sustainable fertilisers and alternative
proteins. As nations and companies invest in the
new economy, and as trade policies evolve, we
expect new trading partners and markets for
these sustainable goods and services to emerge.
We want to play a key part in these new
economy supply chains and trade corridors,

as we have been for over a century.

Our net zero principles

In implementing our strategic approach we aim to be guided by a set of principles which are aligned with our core values.

Hl Science-based, transparent

and accountable
Our choices, from targets and policies to new
initiatives, are informed by evolving scientific
guidance from experts and leading independent
bodies. Science is not static, and neither are our
policies, data inputs or approaches. For example,
we review our policies and approach to financed
emissions annually, seeking to update them
where appropriate as science, standards, data
and methodologies evolve.

We have established a Sustainability Centre of
Excellence, made up of scientists, technologists
and experts on the net zero transition, to work
with our front-line bankers and risk managers to
advise on climate science, sector pathways and
new technologies.

HSBC Holdings plc Net Zero Transition Plan

Managing our portfolios with respect to credit
risk, liquidity, financial performance and other
considerations is an established part of our
business. However, integrating net zero
considerations, specifically our climate risk
approach and our 2030 financed emissions
targets, into transactions and portfolio
management requires us to develop new
capabilities, processes and controls.

We acknowledge the evolving and nascent
nature of climate and nature data and
methodologies available today. We aim to use
available approaches and evolving scientific
guidance to make our analysis as credible as
possible, being transparent on challenges and
on updates we make as we do so. We expect
to publish our methodologies and report on

progress annually. We aim to be transparent
about where we are seeing faster or slower
progress. We will look to explain why and how
we plan to update our approaches, data, targets
and policies, where needed, as the science and
the real economy evolves in the years ahead to
2030 and beyond.

Transparency and accountability are key, and we
have developed metrics and targets to measure
our progress towards achieving our net zero
ambition. We aim to be transparent about the
metrics that we are currently using, our progress
against them and the associated data challenges.
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H Integrating nature

The finance sector can help to counter the
decline in biodiversity, scaling up nature-related
finance, implementing policies to help eliminate
commodity-driven deforestation, and investing
in the sustainable food and agricultural systems
needed for net zero. To get this right, we will
need to embed nature considerations alongside
net zero.

Nature and climate go hand in hand. Nature-
based solutions will play an important role in
removing carbon from the atmosphere. These
methods include conserving and restoring
natural ecosystems and managing forests and
agricultural lands more sustainably. Such
solutions can also help counter key drivers of the
biodiversity loss currently underway, and support
action to tackle wider drivers of nature loss,
including deforestation, over-fishing and waste.

We are at an early stage, but our outline
approach to incorporating nature considerations
is shown to the right. This includes considering
how to: manage nature risks; embed nature into
decision-making and corporate customer
engagement; finance and invest in nature-related
solutions; manage our impacts on nature; and
partner for systemic change. As we continue to
consider how we embed nature alongside net
zero, it is our intention to develop an appropriate
framework for nature. Further details of specific
nature-related initiatives can be found in our
Implementation Plan from page 51.

HSBC Holdings plc Net Zero Transition Plan
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Our outline approach to incorporating nature considerations

E Managing nature risks

We are working to address nature-related issues through our sustainability risk policies and risk

management process, including through:

# Our forestry policy and agricultural commodities policy, which require customers involved with
major deforestation-risk commaodities to operate in accordance with sustainable business principles.

¢ |Imposing restrictions, for example through a number of our sectoral policies, on certain financing
activities in environmentally and socially critical areas.

¢ Piloting the Taskforce on Nature-related Financial Disclosure (TNFD) beta framework to better
understand our exposure to nature-related risks, including on subsets of customers.

IO See Managing risk in transition to net zero on page 64 and Using policies to drive change on page 70

H Embedding nature into decision-making and customer engagement

We are building our understanding of how to effectively embed nature into our decision-making and

engagement by:

# Incorporating nature-related considerations (i.e. questions, criteria, etc.) into our corporate customer
transition plan assessments and customer engagement.

¢ Engaging with investee companies on biodiversity and natural resources via HSBC Asset Management.

¢ Exploring how nature safeguarding mechanisms could be incorporated into decision-making.

IO See Sector transitions on page 20 and Supporting our customers on page 52

Financing and investing in nature-related solutions

We are testing and scaling approaches to investing in biodiversity and nature, including:

# Establishing a $650 million fund focused on nature-based assets, nature-based carbon projects and
new forms of natural capital (Climate Asset Management, a joint venture between HSBC Asset
Management and Pollination).

¢ Providing early-stage finance and investment for products seeking to protect and restore nature
through our climate tech venture debt financing.

# Innovating our first biodiversity-screened exchange traded fund.

IO See Supporting our customers on page 52

1 Managing our impacts on nature

In our own operations we aim to be a responsible steward and consumer of natural resources, by:
# Striving to ensure that our premises do not adversely affect the environment or natural resources,
where possible, particularly in areas subject to water stress.
¢ Introducing a green leasing programme so that new premises help support natural
resource management.
¢ Aiming to achieve LEED or equivalent certification for construction projects.

O See Achieving net zero in our own operations on page 75

B Partnering for systemic change on nature

We continue to work to strengthen our partnerships across the public and private sector to help

drive action and develop industry practice, including:

¢ Our Climate Solutions Partnership with the World Resources Institute (WRI) and World Wide Fund
for Nature (WWF).

¢ Partnering with the Sustainable Markets Initiative to build the Terra Carta Accelerator Fund to finance
natural capital projects in emerging markets.

O See Sector transitions on page 20 and Partnering for systemic change on page 90
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Kl Just and inclusive

A just and inclusive transition means working to
avoid people and communities being left behind.
We can make efforts to support this in our
approach to net zero.

A just transition can take many forms.
Communities historically reliant on thermal coal
mining or oil production will need financing
support to pivot their industries and to retire their
assets early. Regions less abundant in clean
energy, let alone energy access, must be given
time and resources to build clean energy security.
Smaller businesses or those in emerging markets
will need support tailored to their realities.

We became a signatory to Just and Urgent
Energy Transition (JUET) principles at the 2021
United Nations climate change conference
(COP26) and we are working on how to embed
just transition considerations into our approach
to net zero. We are at an early stage, but our
outline approach to incorporating just transition
considerations is shown to the right. This
includes how we are considering this in our
policies and decision-making, in how we assess
customer transition plans for in-scope customers
(see page 54), and how we aim to finance,
facilitate and invest in the customers that face
the largest constraints to mobilise capital for net
zero. As we continue to develop this approach,
we intend to work to embed it into our financing
decisions.

HSBC Holdings plc Net Zero Transition Plan
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Our outline approach to incorporating just transition considerations

El Customer engagement

We are working to embed just transition considerations into our customer engagement by:

# Including just transition considerations within our corporate customer transition plan assessments.
¢ Providing insights to our customers through research on key topics, including the just transition.
IO See Supporting our customers on page 52

H Policies and risk management

We are starting to address just transition-associated risks through our policies and risk management

processes by:

# Integrating just transition considerations when aligning processes, policies and learning.

# Integrating just transition considerations into our thermal coal phase-out and energy policies.

¢ Applying the Equator Principles to assess and manage the environmental and social risks of relevant
projects we finance.

IO See Managing risk in transition to net zero on page 64 and Using policies to drive change on page 70

Financing and investing

We are exploring approaches for helping to support a just transition through our sustainable

financing and investing, for example by:

¢ Supporting SMEs in a just transition through our UK Green SME Fund.

# Participating in collaborative initiatives for blended finance to transition the energy sector, for
example through our in involvement in the Just Energy Transition Partnerships in Vietnam
and Indonesia.

IO See Supporting our customers on page 52

Partnering for systemic change

We continue to collaborate to help accelerate wider action by:

¢ Supporting our own suppliers in their transition, including considering just transition principles.

¢ Being a founding funder of the Just Transition Finance Lab, hosted at LSE's Grantham Research
Institute, which aims to accelerate solutions to achieve a just transition.

IO See Achieving net zero in our own operations on page 75 and Partnering for systemic change on
page 90

H Governance

We are working to integrate just transition considerations within relevant corporate governance

committees, including by:

< Providing oversight of just transition related aspects of our sustainability risk policies through the
Environmental Risk Oversight Forum.

< Providing oversight of the development of our just transition approach through our Sustainability
Execution Committee.

O See Aligning responsibilities and incentives on page 77

Q @ <1
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Our approach to sector transitions

The global net zero challenge: decarbonising key sectors

To help provide context for the approach taken
in our transition plan and how we will look to
support our customers’ transitions, we have set
out the key changes that, based on our current
understanding, are required for the transition to
net zero in key sectors of the global economy.

To reach net zero CO,e emissions globally by
2050, scenarios consistent with limiting the
global temperature rise to 1.5°C (with at least
50% probability) suggest the world needs to
reduce greenhouse gas (GHG) emissions globally
by 7 to 8 per cent each year.'? There are many
possible paths to achieving net zero by 2050,
and each will differ by sector and geography.

Across the global economy, as at 2020, 75 per
cent of GHG emissions came from the use of
fossil fuels for energy across all sectors, of which
energy-use in industry made up 28 per cent, use
in buildings 18 per cent, and use in transport

16 per cent (see chart below). A further 15 per
cent of global GHG emissions came from
agriculture, forestry and other land use (AFOLU),
and the remaining emissions came directly from
industrial processes (7 per cent) and waste

(3 per cent)."

Transitioning the global energy system from fossil
fuels towards clean energy is therefore vital for
the world to reach net zero by 2050. Net zero
requires the bulk of energy supply to be based on
clean energy, largely renewables, with fossil fuels
falling to slightly over one fifth of today's levels by
2050. In Energy supply on page 21, we describe
our understanding of the energy supply
pathways required for net zero and our intended
approach to the key related supply sectors (oil
and gas, and power and utilities).

Alongside mass deployment of clean energy,
reducing the demand for fossil fuels in industry,
buildings, and transport will be key to
decarbonising energy. Electrification significantly
improves energy efficiency, and clean fuels and
advances in materials and technologies are also
important. In Sector transitions from page 20
onwards, we describe our understanding of the
pathways to decarbonise the critical demand
sectors — transport, heavy industry and real
estate —and our intended approach to supporting
the transition of these sectors.

It will be important for supply and demand in the
energy market to move concurrently in their

decarbonisation to help mitigate potentially
severe negative impacts on global economies
and societies. Reducing scope 3 emissions of
energy supply sectors by phasing down fossil
fuel production in line with a 1.5°C-aligned
pathway is contingent on the transformation of
transport, heavy industry sectors and buildings
globally. These industries will need to transform
their technology bases to shift demand away
from fossil fuels alongside mass deployment of
clean energy infrastructure. Both require leaps
in technological innovation, strong government
support and an unparalleled level of investment
into the new technologies, infrastructure and
business models that underpin the transition.

Finally, AFOLU contribute directly to around

15 per cent of global GHG emissions. However,

if one considers emissions from the agriculture-
food value chain as a whole (e.g., including retail,
packaging, transport and processing emissions),
analysis suggests that more than one third of
emissions come from the food system.™ Nature
restoration, and financing the sustainable
transformation of food and land use systems, is
therefore a key component of reaching net zero.

Global emissions by sector
(CO,e)

Livestock and manure 7%

Wastewater 1%

Other waste 0.1%
Landfills 2%
Other industry 1%

Burning and fires 1%
Soils 7%

Transport
16%

Waste 3%

Chemicals 3%

Industrial
processes
7%

Cement 3%

Unallocated 7%

Other fugitives 1%
Flared 1%

Vented 4%

Non-energy
25%

Other
energy
13%

Industry and
manufacturing
28%

Other industry 11%

Source: Climate Watch (2022) GHG Emissions, 2020 dataset
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Chemicals 4%

Road 12%

Real
estate
18%

o

Iron and steel 6%

Aviation 1%

Shipping 2%
Other transport 1%

Residential buildings 11%

Commercial buildings 7%

Metals and mining 6%

Construction 1%
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The investment challenge and opportunity

The scale of investment required for the global
transition to net zero is significant. Published
estimates for costs to achieve a 1.5°C-aligned
pathway range from around $125-200 trillion
between now and 2050, depending on factors
including the shape and pace of the transition.'
Third-party analysis of publicly available
1.5°C-aligned scenarios suggests that for HSBC's
key regions (Asia, Middle East, Europe, and
North America) around $155 trillion is required to
transform the economy by 2050, and
approximately $39 trillion by the end of this
decade (see chart below).'® Regardless of the
estimate used, the message for HSBC as an
international bank remains the same: we can
have a prominent role in helping to finance the
transition to net zero across the markets and
sectors we serve.

A significant amount of the total capital
expenditure estimated to be required for the
transition is expected to be served through the
financial instruments provided by banks,

namely through lending, project finance, and
debt and equity capital markets instruments.
This highlights the scale of the transformation
expected ahead and demonstrates the
commercial opportunity for HSBC to be a key
bank for financing the transition across the
markets we serve.

The anticipated financing need varies by sector
and by region, with half expected to be needed
in Asia'” — a key region for HSBC. This decade,
almost half of the estimated investment needed
globally will be for the energy sector, with real
estate making up a further quarter.

In terms of technologies, we expect that capital
will be needed for both the mass deployment of
mature technologies like clean energy, electricity
grid infrastructure, and storage, as well as to help
commercialise and scale higher-risk nascent
technologies, such as clean hydrogen, green
steel, sustainable aviation fuels and carbon
removal technologies.

Estimated transition capital expenditure requirements®

$ trillion
2022-2030
Region _
19 8 7
Sector —--
18 10 5 41
2031-2050
Region
57
Sector

47

Region:

B Asia-Pacific M Europe
Middle East and North Africa

32

<1
w 39
<1
1
1

Sector:

22

| A
| | |
29 18 12 1
2 1
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Each sector pathway relies on a cluster of mature
and nascent decarbonisation technologies
reaching scale. Analysis suggests around 80 per
cent of the financing need through to 2050 is for
mature technologies and around 20 per cent will
be for scaling nascent technologies.'® By 2030,
up to four fifths of decarbonisation technology
investments could represent better economic
value than conventional emissions-intensive
alternatives.'

Informed by analysis of the anticipated financing
needs across technology types and regions, we
are developing a net zero financing and investment
approach to help guide how we allocate our
financing solutions, taking into consideration our
standard risk-return parameters, and will look to
re-orient capital and capabilities to support the
transition to net zero.

North America Latin America

B Energy M Realestate M Food, forests and other land use B Automotive

W Steel and aluminium M Aviation M Cement M Chemicals B Shipping

116

20 9 8

|
4

|
2

How we use sector pathways

Sector pathways are an important consideration
in how we engage with our customers on the
future of their industries. This includes their plans
to transform, manage risks and create value
through the transition. At the sector level, these
pathways can help us to engage effectively with
our customers on their plans to transition and on
expectations, progress and specific financing and
investment needs for new technologies,
capabilities and infrastructure.

HSBC Holdings plc Net Zero Transition Plan

Assessing the viability of sector pathways will
typically involve an understanding of the
following factors:

¢ what changes will be made to business
practices and technologies in the industry to
reduce emissions;

* how quickly can these new technologies be
brought to scale;

* is there a viable funding model in place for these
technologies to reach commercial adoption;

® is there a green premium that prevents scaling
versus existing higher carbon alternatives; and

¢ what changes are required to public policy or
regulation to facilitate widespread adoption
and help drive costs down?

All of these factors will have a bearing on the
shape of the relevant sector pathway, which new
technologies will likely succeed in scaling and
when, and whether or not a 1.5°C-aligned
pathway for the sector is viable, or becomes
viable, over time. For so-called “hard-to-abate”
sectors, 1.5°C-aligned pathways out to 2030 are
most at risk, at present, due to the heavy reliance
on nascent technologies that require substantial
ramping up of policy, fiscal and regulatory
support to scale investment into innovation

and deployment.
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For all sector pathways, as years pass in the real
economy — and developments in technologies,
policies, markets and behaviours occur — we will
need to keep revisiting our approach to sector
pathways to, and beyond, 2030 to help keep our
thinking current.

We address in the following chapters the sectors
considered to be most critical for the net zero
transition:

* Energy supply (Oil and Gas, Power and Utilities);
Transport (Automotive, Aviation, Shipping);
Heavy industry (Cement, Chemicals, Iron, steel
and aluminium, Mining);

Real estate (Commmercial and Residential); and
* Food, forests and other land use.

L R 4

*

For each sector covered in Sector transitions
we set out:

1. Sector transition overview — an outline of the
sector pathway(s) to net zero, including the key
technologies, their feasibility and timeframes
to reach deployment at scale, and the
estimated financing required to get to net zero.

2. Our sector approach — an outline of the actions
we are taking to help support the transition to
net zero in the sector, including an overview of
our portfolio today, our ambition and targets
(where applicable), and our action plan to
support the transition i.e. through customer
engagement, providing financing solutions
(where economically viable), managing our
portfolio and partnering for systemic change.

Implementation plan

The sector pathways describe a global view,
however countries, territories and customers

do not start or finish at the same place. In
determining our sector approach, we need to
consider the local realities that will lead to
differing regional pathways, such as the existing
infrastructure base, differing government
ambitions and policy frameworks, and the local
cost of capital. As the relevant sector technologies
outlined in this plan evolve, our approach and
associated support to customers around these
technologies will also evolve and may differ over
time. We expect our efforts in each sector to
vary depending on factors, including our ability
to make a positive impact and the potential
commercial opportunities we can support. WWe
recognise that we cannot act alone; our work
with wider stakeholders to help support wider
systems change is detailed in the sector
chapters, including key areas for engagement
with policymakers.

The table on page 18 provides an overview of
our sector pathways and target-setting to date.
Except for real estate, which also considers
residential properties, these sector chapters
primarily relate to our corporate (including
state-owned enterprise) customers. Here, and
in the sector transition chapters that follow, we
outline the key transition technologies and
strategies that, today, appear to present a
significant opportunity to decarbonise the sector
—and that may also present a commercial
opportunity for us. Over time, as certain
technologies scale to maturity, or as alternative
technologies emerge, the focus of our support
may need to change.

Additional information
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Nearly a fifth of our wholesale loans and
advances at the end of 2022 were to certain key
high transition risk sectors, including oil and gas
and power and utilities.?! Our outline action plan
is most progressed for the energy supply sectors
as — taking a materiality-based approach to
focusing our efforts to help drive decarbonisation
— this is where our target-setting, policy-alignment
and transition-planning work began in 2021. In
2023, we broadened our focus — publishing
targets for other key carbon-intensive sectors
across transport, and heavy industry. We continue
to work on our data discovery and analysis for
the remaining sectors that we cover in our
transition plan: shipping, chemicals, real estate
and agriculture.

Beyond these key carbon-intensive sectors, our
wholesale lending portfolio includes other sectors
such as financial and professional services,
healthcare and entertainment, among others.
Lending to banks and non-bank financial
institutions accounted for more than a quarter of
our wholesale loans and advances as at the end
of 2022. We engage in industry initiatives to help
transition the financial sector and describe these
activities further in our Partnering for systemic
change chapter on page 90). For these wider
sectors we anticipate financed emissions
measurement and disclosures as part of our
Scope 3 emissions will become necessary over
time as part of the International Sustainability
Standard Board's (ISSB) disclosure requirements.

Net zero benchmark scenarios and their limitations

There are many possible paths to achieve net
zero emissions by 2050. Each scenario is a single
pathway that has assumptions and uncertainties
built in, such as the rate of deployment of new
and emerging technologies, policy and regulation
developments, changes in consumer behaviour,
international cooperation and the success (or not)
of carbon removals (nature-based and
technological). For example, the International
Energy Agency Net Zero Emissions by 2050 (IEA
NZE) 2021 scenario details more than 400 sectoral
and technology milestones needed to deliver the
pathway. The sector pathways chapters in Sector
transitions from page 20 have been included in
this document with a view to providing some
context on the range of technology solutions
relevant for each sector, and the likely feasibility
of these.

Scenarios consistent with a 1.5°C-aligned
trajectory are produced by a range of different
organisations. Within the Sector transitions
chapters from page 20 onwards we draw on a
range of scenarios, including those produced by
the International Energy Agency (IEA), Bloomberg
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New Energy Finance (BNEF), the Network for
Greening the Financial System (NGFS), Glasgow
Financial Alliance for Net Zero (GFANZ), the
Energy Transition Commission (ETC) and, where
relevant, sector-specific scenarios from the
International Maritime Organisation (IMO) and
the Mission Possible Partnership.

Scenarios are dynamic by nature: they are
typically updated every few years to incorporate
significant shifts that have occurred in the real
economy (e.g. the IEA NZE 2023 scenario
published in September 2023 as an update to the
2021 scenario). This can include, for example,
changes in the economic environment, new data
on technology deployment across sectors and
geographies, new policies, and increased
investment in clean energy and/or in fossil fuels.

To be able to set our own portfolio targets, we
select a reference scenario which is one of many
credible pathways to achieve net zero emissions
globally by 2050. The reference scenario we
have selected for our published 2030 targets to
date is the IEA NZE 2021 scenario which is

1.5°C-aligned with limited overshoot. For more
detail, see our Financed Emissions Methodology
publication? and updated publications available
at hsbc.com from time to time.

Following the release of each updated set

of 1.5°C-aligned scenarios, we intend to review
these to further develop and enhance our
understanding of the latest outlooks for evolving
pathways to achieve net zero by 2050.

Finally, the IEA NZE 2021 scenario does not
disaggregate by region, and we have adopted a
global pathway as our chosen reference scenario
for targets related to key sectors. As our financing
portfolio in a number of carbon-intensive sectors
is weighted towards emerging markets, we plan
to continue to monitor emerging 1.5°C-aligned
scenarios including those that are released with
regional disaggregation. Moving forwards we
intend to consult with external scientific and
international bodies to inform how we embed
regional implications and enable our financed
emissions portfolio alignment and target setting
approaches to better reflect our business context.
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Setting and progressing towards 2030 targets

As highlighted in Our vision and strategic
approach, we are focused on making the choices
that do not just deliver progress towards our
portfolio emissions targets, but that also lead to

a meaningful impact on emissions reduction in
the real economy. This means supporting our
customers in high emitting sectors and regions to
shape, implement and accelerate their transition
plans. For that approach to work, it is essential
that we have customers in our portfolio that are
committed to developing and implementing their
transition plans.

Today for many companies and sectors of the
economy, present and future projected emissions
data is not readily available and therefore
financed emissions measurement and sectoral
target setting brings with it considerable data and
methodological challenges. Likewise, transition
plan disclosure is nascent. Over time, we expect
data, accounting standards and disclosures will
evolve and lead to an improvement in the
availability, reliability and comparability of such
data, plans and approaches.

To help support our own net zero by 2050
ambition, we announced in 2021 our plans to
set interim science-based, net zero-aligned, 2030
sectoral financed emissions targets. These are
focused on greenhouse gas intensive sectors in
our portfolio that are critical for the transition to

a net zero economy.

To date, we have set on-balance sheet 2030
financed emissions targets across energy, heavy
industry and transport. We plan to continue to
release sectoral targets for key transition sectors
where the availability of appropriate data,
methodologies and approaches allow, and expect
to consider Net-Zero Banking Alliance and other
industry guidance in doing so. For each sector
our target setting approach is focused on seeking
to capture the most material greenhouse gas
emissions (in the sector and in our portfolio of
customers) to help drive the greatest impact —

it may not cover a sector in its entirety. Further
details about our targets can be found in our
Financed Emissions Methodology.?®

For sectors where we have not yet set 2030
targets, we continue to consider a range of
approaches that serve to help support the
transition, with a focus on both real-economy
emissions impact, implementation effectiveness
and just transition considerations. This could
include sector-relevant sustainable financing
and investment objectives to support the
decarbonisation of our portfolio for a given
sector, alongside disclosing financed emissions
progress. This is relevant for our portfolio of
residential real estate exposures, for example,
where our customers are consumers not
corporates. For this sector, our approach needs
to consider financial inclusivity and our ability to
provide customers access to suitable mortgages
in addition to decarbonisation aims.

HSBC Holdings plc Net Zero Transition Plan

Contextualising our 2030 targets

Where specific targets have been set, they have
been set using scenarios modelled on assumptions
of the available carbon budget and necessary
actions to limit the long-term increase in average
global temperatures to 1.5°C with limited
overshoot. The reality today is that the world is
not currently on track for a 1.5°C-aligned pathway,
with modelling of stated and announced policies
and pledges suggesting there is still a gap
between today’s ambitions and a 1.5°C
stabilisation. If implemented on time and in full,
existing government commitments — as well as
sectoral commitments for specific industries and
company targets — keep the temperature rise in
2100 at around 1.7°C (see IEA's Announced
Pledges Scenario). However, achieving these
pledges requires major changes across
geographies and industries to drive down
emissions in the real economy.

Our target-setting approach to date has been to
utilise a single reference scenario (IEA NZE 2021)
to underpin both energy supply-related sectors
(oil and gas, and power and utilities) and our
published targets for demand-side sectors in
transport and heavy industry. This reflects the
importance of energy supply and demand moving
concurrently: the reduction in demand for fossil
fuels from demand-side sectors will be a key
driver of the decarbonisation of energy supply.

Evolving our approach in line with
real-economy progress

Emissions data and broader customer data is
expected to continue to improve, as well as
approaches to greenhouse gas accounting.

We expect therefore to regularly refine and
update our analysis to accommodate new data
sources and updated methodologies, and intend
to be transparent about any changes we make
and why.

We also plan to continue to monitor the latest
scientific evidence and emerging scenarios of
potential pathways to net zero, as well as real
economy progress on the transition in the
markets we serve. This will enable us to consider
whether, how and when to iterate and update
our approach to scenario-selection and
target-setting, portfolio alignment, policies,
supporting our customers’ transitions, and
financing and scaling viable technologies to
support the transition to net zero.

As new information becomes available, in
particular the periodic publication of updated
1.5°C-aligned scenarios (which typically takes
place every 2-3 years), we intend to review these
factoring in science-based recommendations on
good practice scenario selection from standard
setters and scientific and industry bodies. It will
be important that the scenarios we use to set
our sectoral targets keep pace with science

and real economy developments. By extension,
our sectoral targets themselves will need to be

Additional information
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refreshed periodically to reflect updated
1.5°C-aligned scenarios for achieving net zero
by 2050.

We expect to update our published sectoral
targets following the release of new 1.5°C-aligned
scenarios, including from the IEA, and the ETC,
amongst others. Recognising that the so-called
“hard-to-abate” sectors — shipping, aviation, and
iron, steel and aluminium — have a large
dependence on nascent technologies and the
presence (or not) of enabling policies and
regulations, we intend to track progress relative
to 1.56°C-aligned ambition ranges for these
sectors in the future. This could include
incorporating evolving industry-specific
1.5°C-aligned scenarios (e.g. the MPP scenario
for steel and iron) alongside the benchmark net
zero reference scenario.

Inclusion of capital markets

Facilitated emissions are off-balance sheet
emissions that relate to services that we provide
when we support customers to issue debt and
equity to investors. These emissions can be
included in the Scope 3 GHG accounting of the
financial institutions and/or investors that provide
the capital and hold these instruments.

Following the recent publication of the PCAF
Global GHG Accounting Standard for Capital
Markets (see Measuring progress on page 84),
we aim to publish our measurement of facilitated
emissions and related target-setting.




Introduction Vision and strategic approach Sector transitions Implementation plan Additional information

Q @ <1’

Sectoral pathway uncertainties, dependencies, and risks

We recognise that there is no precise pathway
to net zero and there is a significant amount of
uncertainty and complexity associated with the
transition. The key decarbonisation themes we
have identified, and the technologies behind
them, will play out differently across sectors and
geographies. Progress in the real economy
towards net zero will likely be variable and
non-linear and will depend heavily on external
factors, including the policy landscape, the speed
of technological innovation, and economic and
geopolitical events. In addition, climate science
and the quality of climate data continues to evolve
and the scenarios and assumptions on which we
have based our approach may change over time.

While we recognise that we have limited control
over wider external events — from geopolitics
around the world to major economic shifts — in
Sector transitions from page 20 onwards, we set

out where we intend to focus our efforts to help
drive change — as well as current proposals to
partner to support wider systems change.

The reality today is that some sectors — such as
aviation, shipping or cement — are more at risk of
missing 1.5°C aligned 2030 targets given heavy
dependence on nascent technologies. Here it will
be critical to monitor progress on technology
scaling over the years ahead to 2030. Even where
customers have made encouraging 1.5°C-aligned
2030 commitments, in hard-to-abate sectors
there is still a risk of pledges not turning into the
necessary emissions reductions or being pared
back if technologies don’t scale in time.

The actions we take in the context of progressing
towards our own 2030 portfolio targets need to
be grounded in impact in the real economy,
including emissions impact, commercial impact

and socio-economic impact. For example,
consolidating a given sector portfolio to a very
narrow group of “transition leader” customers
may help to deliver a portfolio target, but will fail
to deliver real economy emissions impact if the
wider industry doesn't decarbonise. Rather, it will
be important to regularly review our sector
portfolio progress against how the real-economy
is evolving, and chart a path to decarbonising our
portfolio while supporting customers who
demonstrate credible science-based targets,
plans and progress.

In summary, we expect to iterate and mature

our approach to supporting sector transitions
over time. This includes our approach to financed
emissions analysis, targets and portfolio
alignment, as well as how to support customers
through transition plan engagement, innovate

on transition solutions and work with wider
stakeholders to help support systemic change.

Overview of our financed emissions targets and sector transition approach

HSBC on-balance sheet 2030

financed emissions targets Sector
Sector (versus 2019 baseline)? Key transition technologies and strategies approach
Energy supply Oil and gas 34 per cent reduction of absolute ¢ Clean fuels ¢ Carbon capture and storage page 21
financed emissions (Mt CO,e) # Clean electricity
Power and Emissions intensity of 138 tCO,/GWh * Clean electricity ¢ Thermal coal phase-out page 21
utilities ¢ Grid infrastructure improvements ¢ Storage and flexibility
(inc. smart grids) and storage @ Carbon capture and storage
Transport Automotive Emissions intensity of # Electric vehicles and smart mobility ~ ® Infrastructure page 26
66 tCO,/million vkm ¢ Smart mobility * Public transport improvements
Aviation Emissions intensity of # Sustainable aviation fuels * |Improvements to operational and page 29
63 tCO,/million rpk ¢ FElectric, hybrid, and hydrogen- aircraft efficiency
fuelled aircraft # Route optimisation
Shipping No target set; assessing data * Clean fuels * Improved vessel design page 32
availability, methodologies and ¢ Optimising vessel routes ¢ Clean port infrastructure
materiality of our portfolio.
Heavy Cement Emissions intensity of ¢ Clean electricity ¢ Carbon capture and storage page 34
industry 0.46 tCO,/t cement ® Clean fuels * Recycling
¢ Clinker substitutes * Energy efficiency
Chemicals No target set; assessing data ¢ Alternative feedstocks ¢ Carbon capture and storage page 37
availability, methodologies and # Clean hydrogen * Recycling
materiality of our portfolio. ¢ Elimination of single-use plastics
Iron, steel Emissions intensity of ® Recycling and secondary * Inert anodes page 39
and aluminium 1.05 tCO,/t metal production ¢ Clean fuels
® Clean electricity * Upgraded raw materials
¢ Carbon capture and storage
Mining Thermal coal mining specific target ¢ Thermal coal phase-out * Clean electricity page 42
of 70 per cent reduction of absolute * Transition metals ¢ CCS technology
financed emissions® ¢ Decarbonisation of on-site ¢ Alternative beneficiation and
Approach to be defined for other operations extraction
mining
Real estate Commercial No target set; assessing data ¢ Energy efficiency ¢ Reduce embodied emissions page 45
and residential availability, methodologies and * Low-carbon heating or cooling ¢ Smart buildings/homes
materiality of our portfolio. ¢ On-site clean energy generation
Food, forests and No target set; assessing data ® Reduce Waste * Nature restoration page 48

other land use

availability, methodologies and
materiality of our portfolio.

¢ Low-carbon consumption

® Sustainable supply chains
(preventing deforestation, low
carbon)

¢ Low carbon agriculture (precision
agriculture; alternative proteins,
pesticides and fertilisers; vertical
farming)

@ For further details of our financed emissions targets, see Measuring progress on page 84.

° Versus 2020 baseline.
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Our implementation plan

In order to deliver on our ambition to be net zero
by 2050 and create meaningful impact in the real
economy, we are setting out our implementation
plan to embed net zero across key areas of our
organisation. For us, this includes embedding net
zero into: how we support our customers; the
way that we operate as an organisation; and how
we partner for systemic change.

Embedding net zero across our business is an
ongoing process. In 2024, like many of our peers
and customers, we are still in the infancy of the
transformation that is required to execute our
net zero ambition. It will necessitate continual
learning, agility, prioritisation and transparency as
we look to respond to the pace of change in the
real economy and evolving customer demands,
policies and regulation. \We have started on this
journey, but recognise there is still much more to
do to become a net zero organisation.

Kl Supporting our customers

Our customers are central to everything we do.
To help achieve the scale and speed of change
required to transition industry and decarbonise
trade and global supply chains, we know we
need to support our customers not just with
finance, but with the services, insights and tools
they need to transition. Listening to and engaging
with our customers is key to understanding the
context and implications of decisions we take in
support of their, and our, net zero transition. We
appreciate that net zero considerations vary
significantly for our customers depending on
their business and operating environment. Our
personal and private banking customers will
require a different approach again. We are
focused on helping to identify the solutions most
suited to meet our customers’ needs.

Supporting the transition in our global markets
and in the “hard-to-abate” and high transition
risk sectors, rather than simply pivoting to only
support the “easy-to-decarbonise” sectors, is a
challenge. Engagement and building trust with
our customers and our stakeholders is key to
success.

In our transition plan, we outline our approach to
supporting our customers in two parts: engaging
our customers, including how we are engaging
with our in-scope corporate customers (see page
54) on their transition plans; and providing
transition solutions, where we set out the
products and services that we offer to support
our customers to transition. Not all products and
services mentioned are currently available in all
HSBC markets.

IO For further details on how we are embedding net
zero into our customer engagement, and products
and services see: Supporting our customers on
page 52.

HSBC Holdings plc Net Zero Transition Plan

El Embedding net zero into the way

we operate
Our first step towards embedding net zero into
our business was to place “transition to net zero”
as one of the four pillars of our corporate strategy
in 2021. This put our ambition to play an
important role in the transition at the heart of our
organisation, recognising that supporting the
transition can create value for HSBC, our
customers and our investors.

With net zero as a key part of our corporate
strategy, the transition becomes an important
part of our oversight structures and resource
allocation, with key performance indicators that
begin to measure how we are executing on our
corporate strategy and linked executive
performance scorecards and management
reporting.

In our transition plan we set out how we are
embedding net zero considerations across key
areas of our organisation. This includes how we
have begun to integrate net zero into our key
sustainability risk policies and our core risk,
evaluation and decision-making tools and
processes at client, transaction and portfolio
levels. We have also highlighted where a tailored
approach is being taken by individual business
lines, for example in relation to our asset
management and insurance businesses, in
response to their own regulatory or legal
obligations (see pages 62 and 63). Our transition
plan also includes how we are integrating
transition to net zero requirements into our
governance and incentives, operating model,
culture and capabilities, and how we measure
our progress. We have an ambition to be net zero
in our own operations and supply chain by 2030,
mobilising our organisation to cut emissions
across our energy consumption, travel and
supply chains.

O For further details on how we are embedding net
zero into the way we operate please see:

* Managing risk in transition to net zero on page 64.
¢ Using policies to drive change on page 70.
¢ Integrating net zero into transaction and portfolio
decision-making on page 73.
* Achieving net zero in our own operations on
page 75.
* Aligning responsibilities and incentives on page 77.

¢ Strengthening our culture and net zero capabilities
on page 79.
Measuring progress on page 84.

*

Additional information
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El Partnering for systemic change

Our ability to reach our own net zero ambition

is heavily reliant on the mobilisation of all
stakeholders, public and private, across
geographies. We seek to engage on policies,
regulation and partnerships that support the
transition and help to scale the new technologies,
infrastructure and business models critical to net
zero. We recognise that we need to be consistent
in this advocacy by engaging with trade
associations and working with the wider
business community to help build collective
calls for change.

We have a track record of advocating for
progress across the financial system. We are a
signatory of the Taskforce on Climate-related
Financial Disclosures (TCFD) and continue to
call for disclosures on climate risk alongside
company emissions and company transition
plans. This is important information for investors
and financiers making risk-based decisions.
Other areas of focus include new standards for
sustainable finance product design, addressing
sustainable finance taxonomies, and policies
and regulation for scaling clean technologies.

Supporting systemic change requires
collaboration with industry peers, customers,
governments, scientists and entrepreneurs.

We plan to continue to collaborate in initiatives
that support large-scale action and impact. This
includes as participants in relevant strategic
alliances and initiatives, for example, as founding
members of the Glasgow Financial Alliance on
Net Zero and the Sustainable Markets Initiative,
as well as partnerships aimed at scaling finance
into new technologies (e.g. Breakthrough
Energy Catalyst) and into emerging markets
(e.g. Just Energy Transition Partnerships).

O For further details on how we are embedding net
zero into our external partnerships see Partnering
for systemic change on page 90.



Introduction Vision and strategic approach Sector transitions Implementation plan Additional information Q @ < 20 >

Sector transitions

21 Energy supply

26 Transport

26 Automotive

29 Aviation

32 Shipping

34 Heavy industry

34 Cement

37 Chemicals

39 Iron, steel and aluminium

42 Mining

45 Real estate

48 Food, forests and other land use
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Sector transition overview

Pathways to net zero

Coal, oil, and gas contribute 80 per cent of global
primary energy supply, and their extraction,
transportion and use in power generation,
transport, industry, buildings and petrochemicals
accounts for three-quarters of world carbon
emissions.?* A breakdown of value chain
emissions is shown below.

To achieve net zero, the transition away from
unabated fossil fuels is essential. This requires
replacing coal, oil and gas throughout the
economy with clean electricity and low-carbon
fuels, and using carbon capture and storage
(CCS) technology where other options are not
technically and economically feasible. \While
reducing fossil fuel use is vital, there will still be

Oil and gas value chain
Emissions sources (%)

Upstream

Exploration and
production

A

Drilling, development and extraction of

Refining processes

Transportation, processing and refining

some reliance on oil and gas all the way to
2050.% This highlights the importance, therefore,
of also abating the carbon emissions from this
remaining fossil fuel use.

Rapid growth in electrification and

clean electricity

Electricity demand is set to multiply at least two
or three times by 2050 as consumers shift to
electric vehicles; building and low and medium
temperature industrial heat is electrified; and
demand for clean hydrogen ramps up.? This will
be partially offset by improvements in energy
efficiency. As electricity demand increases,
supply will decarbonise: the IEA NZE 2023
scenario indicates that the share of renewable
electricity increases from 30 per cent in 2022 to

Midstream

Distribution

AP
4;
2

(use for energy)

Used as energy or fuel e.g. for industry
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59 per cent by 2030, and 89 per cent by 2050,
with low-cost wind and solar taking the lead.?

To support this growth and integrate variable
wind and solar power, new grid infrastructure
and flexibility will be needed, including
technologies like batteries, interconnectors,
demand response, and seasonal energy storage.
Other zero-emissions electricity like hydro,
biomass, nuclear, and geothermal will also play
a role.2° To support growth in clean electricity
and meet demand, the world’s power grids are
projected to double in length by 2050. It will be
particularly necessary and challenging in
emerging markets to simultaneously support
widespread renewables build-out and ensure
universal energy access. ¥

Downstream

Use for
petrochemicals

Manufacture of products, such as

fossil fuels

of oil and gas

and transport chemicals and plastics

100%

Note

' Emissions associated with the oil and gas industry can vary depending on a range of factors, such as the specific technology and processes used, the source of the fuel, and the geographic
location of the activity.

Source: Analysis deduced from Rystad Energy (2023) Exploring Emissions Trends Across the O&G Value Chain, EIP (2020) Greenhouse Gases from Qil, Gas and Petrochemical Production.

Power and utilities value chain
Emissions sources (coal power example), % of g/kWh

Downstream

Midstream

Upstream

Power generation

e
% Fuel extraction and production Power transmission and distribution
A\

Extracting and processing of coal

100%

Production of electricity from coal

A way for the electricity to reach its end users

Notes

' The specific breakdown of emissions along the value chain can vary depending on various factors such as the location, technology, size and type of electricity grid and efficiency of coal mining
and power generation. The emissions breakdown would also be different for different types of electricity generation.

2 Transmission and distribution emissions are indirect emissions arising from additional electricity generation to account for losses during transmission and distribution.

3 This value chain is taken from the perspective of the power generator (from raw materials to its delivery to the consumer) and therefore does not include all emissions stemming from each value
chain component

Source: Analysis deduced from Intergovernmental Panel on Climate Change (IPCC) “Summary for Policymakers” of the IPCC’s Sixth Assessment Report (AR6), Working Group Ill, Chapter 2.

Libao Yin, et al. (2017) Life cycle assessment of coal-fired power plants and sensitivity analysis of CO2 emissions from power generation side; IEA (2020) Emission Factors 2020 Database
Documentation.
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Switch to low-carbon fuels

Sectors like shipping, long-haul aviation, steel,
and cement require high temperatures, high
energy density and clean molecules for industrial
processes, making electricity and current battery
technologies less suitable. These sectors are
therefore likely to adopt low-emission fuels like
biofuels, clean hydrogen or synthetic fuels like
clean ammonia.®

Clean hydrogen and its related derivatives,
produced through applying CCS to conventional
fossil fuel-based processes or through
renewables — or nuclear-powered water
electrolysis, has various applications in transport,
industry, chemicals, and seasonal power supply.
The long-term role of clean hydrogen as an
energy carrier varies across scenarios at 500-800
Million tonnes (Mt) by 2050. However, even the
lower bound is a significant increase from the
current market of around 95 Mt of carbon-
intensive “grey hydrogen” .3

Biofuels are used today as replacements or
blends for gasoline and diesel in road, sea and
air transport and can often be used in existing
engines. A net zero transition will see a
significant rise in biofuels, and a much larger
share coming from sustainably sourced biofuels
(from waste, residues, and non-food crops), but
their limitation is the availability and supply of
sustainable feedstock.®* The growth of electric
vehicles may redirect sustainable biomass supply
from road transport to aviation.®

Carbon capture and storage

Carbon capture and storage (CCS) can be

used with existing thermal power to provide
lower-emission seasonal and balancing supply,
as well as for hard-to-abate sectors with
high-temperature needs or where CO, is emitted
as part of the process. CCS can also be used as
part of the process to produce low-carbon blue
hydrogen. Carbon can be removed from the
atmosphere, for example, when CCS is coupled
with biomass energy (BECCS) or through
engineered atmospheric removals via Direct Air
Capture and Storage (DACS). Carbon dioxide
captured via BECCS or DACS can be combined
with hydrogen to produce synthetic fuels.®®

While CCS theoretically offers potential for coal
and gas to continue playing a role in stationary
applications, this is limited in most 1.5°C-aligned
scenarios. Capacity estimates vary but can

Primary energy demand for coal

Sector transitions Implementation plan

contribute up to 15 per cent of total abatement
by 2050.%7 In most instances, carbon capture will
not be the most cost-effective means of carbon
abatement. This means it is only likely to be used
in areas where decarbonisation is most
challenging.

The role of fossil fuels

Major 1.5°C-aligned scenarios agree on the
prominent role of clean electrification and
low-carbon fuels, as well as the direction of travel
for fossil fuel demand, although trajectories differ
over the near-to-mid-term. This variation is driven
by a range of assumptions about the remaining
carbon budget, the rate of electrification and
energy demand, the role of gas as a transition
fuel, the mix of low-carbon fuels, the role of CCS,
and the role of carbon removals post 2040.%
Demand curves from selected 1.5°C-aligned
scenarios are shown below, alongside ‘current
policies’ scenario.

In 1.5°C-aligned scenarios, demand for coal
decreases by 41-74 per cent by 2030 as the fuel
is undercut by cheap renewables for power
generation in the 2020s and 2030s.3%404142 The
NZE 2023 scenario also suggests a decrease of
up to 91 per cent by 2050 with 80 per cent of
the remaining coal demand to be abated with
Carbon Capture Utilisation and Storage (CCUS).
Coal use has a longer runway in industry, but it
is ultimately replaced with zero emissions fuels
such as clean hydrogen and electrification. The
|IEA NZE 2023 scenario for coal demand in 2030
has been increased by 32 per cent compared to
the IEA NZE 2021 scenario, due to unexpectedly
strong demand after the Covid-19 pandemic, as
well as a change in the modelling allowing more
time for emerging markets and developing
economies to transition their energy systems.*344

For oil, 1.5°C-aligned scenarios show demand
falling around 80 per cent by 2050,%464748 though
there are near-term variations out to 2030, with
demand falling between 6-25 per cent by 2030.
Such declines are driven by a shift to electric
vehicles and, to a lesser extent, replacement in
power generation particularly in advanced
markets during the 2020s, and longer-term
adoption of low-carbon fuels in shipping and
aviation. QOil use as a petrochemical feedstock
continues to be relevant beyond 2050, making
up around 70% of oil consumed in 2050. Current
market trends indicate ‘peak oil' is expected
before the end of the decade, with a more rapid

Primary energy demand for oil
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decline in the 2030s and beyond.*® For similar
reasons as for coal demand, the IEA NZE 2023
scenario for oil demand in 2030 has been
increased by 8 per cent compared to the IEA NZE
2021 scenario. Depending on the scenario being
considered, natural gas has a slightly longer runway
and slower rate of decline than coal and oil. Key
1.5°C-aligned scenarios suggest demand could
fall by 8-38 per cent by 2030,5°5"5253 and
decrease by 78 per cent by 2050 under the NZE
2023 scenario, with approximately 56 per cent of
the remaining natural gas demand dedicated to
abated gas (with CCUS). The IEA NZE 2023
scenario for natural gas demand in 2030 has
decreased by 8 per cent compared to the IEA
NZE 2021 scenario, due to the recent 2022 global
energy crisis and energy security concerns
related to gas supply.5#%

Given its lower carbon intensity, especially if
methane emissions are mitigated, some scenarios
enable emissions reductions through coal to gas
switching in the near-term. Going forward,
however, gas faces increasing competition from
low-cost renewables in the power sector,
particularly given the need to factor in abatement,
ultimately relegating it to a peaking or seasonal
role.% In buildings and industry, natural gas is
replaced over time by electric heat pumps, clean
hydrogen, and other forms of direct electrification.

Though demand for fossil fuels is significantly
reduced in these scenarios, it does not go to zero
by 2050. Some fossil fuels will continue to be
used for non-combustion purposes, such as
feedstock for plastics and chemicals. CCS also
allows for some abated coal and gas to be used
in hard-to-abate industries including for the
production of blue hydrogen and, for gas
specifically, in some regions as a peaking or
seasonal power generation source.”

To keep the rise in global temperature to 1.5°C, it
will also be crucial to reduce the emissions intensity
of fossil fuel supply. Oil and gas operations account
for 15 per cent of global energy-related emissions,
and the IEA NZE 2023 1.5°C-aligned scenario
assumes a more than 50 per cent reduction in
operational emissions intensity by 2030.% Such
goals can be achieved through reducing methane
venting, flaring, and leakage, as well as deploying
upstream renewables and clean electrification.
Portfolio management can also help phase down
the most carbon-intensive and environmentally
damaging forms of oil and gas supply first.5

Primary energy demand for gas
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Source: IEA (2021) Net Zero by 2050: A Roadmap for the Global Energy Sector, IEA (2023) Net Zero Roadmap: A Global Pathway to Keep the 1.5C Goal in Reach, NGFS Net Zero 2050 (2022): Climate
Scenarios Database, Technical Documentation V3.1, UTS NZ (2021) Limit global warming to 1.5C, sectoral pathways and Key Performance Indicators.
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Technology feasibility and timelines

Oil and gas

Oil and gas companies can employ two core
transition strategies: decarbonising existing
operations and diversifying into low-carbon
energy.®

Technologies to reduce oil and gas scope 1 and 2
operational emissions are well-known and
mature. Emissions can be reduced by addressing
methane, eliminating non-emergency flaring,
electrifying facilities with zero-emissions
electricity, using clean hydrogen and other
alternatives like clean methanol and ammonia,
and applying CCS to oil and gas processes.
Retrofitting hydrocarbon businesses by retiring
less productive and carbon-intensive assets is
also key.®' Many oil and gas producers are
announcing scope 1 and 2 targets, methane
commitments, and deploying capital for

these initiatives.

The |IEA estimates that demand for coal, oil

and natural gas will all peak this decade, due

to the rapid increase in clean technologies

(see following chapters on sector transitions).
However, global energy sector CO, emissions
reached a record high in 2022 of 37Gt, and in
2023, demand for fossil fuels increased, including
investment in new fossil fuel supply, largely
driven by a stronger than expected rebound from
Covid-19, the energy crisis of 2022 and the
renewed focus on diversified energy supply and
energy security.®? Meeting 1.5°C-aligned 2030
and 2050 targets will only be viable with deep
emissions reductions across the value chain
(Scopes 1, 2 and 3), including a peak in
production and reduction thereafter.

Many oil and gas companies are diversifying

into low-carbon solutions that align with their
strengths and will reduce average carbon
intensity of sales. Some are transitioning into
broad, integrated energy companies, moving into
renewables, grids, electric vehicle (EV) charging,
and clean hydrogen, leveraging their expertise in
large, offshore projects and strong balance
sheets. Others are choosing to remain fuel and
resource specialists, focusing on clean hydrogen,
sustainable aviation fuel, and leveraging their
expertise in subsurface technology and geology
to redevelop old fields and infrastructure

for CCUS.&

Declines in fossil fuel demand required to meet a
1.5°C-aligned pathway in 2030 and 2050 require
a major surge in clean energy, electrification and
energy efficiency investment. Progress is being
made, particularly, for example, in solar
photovoltaic and electric vehicles, but
government policy and incentives, as well as
investment in innovative technologies will be
crucial to accelerate action in all areas.

In the longer-term, technologies such as clean
hydrogen and CCUS - both at an earlier stage of
cost reduction and deployment — will be needed
for oil and gas producers to meet net zero by
2050.54

Power and utilities

Meeting 1.5°C-aligned 2030 targets for the power
sector will require the accelerated deployment of
solar and wind, the retirement of thermal
coal-fired power plants, and the delivery of grid
infrastructure and technologies that support the

Additional information

Q @ <235

balancing of supply and demand. While progress
in the power and utilities sector has been
encouraging, stronger policies are required to
incentivise more investment in renewable
projects, manufacturing, supply chains and
innovation to get on track with the 1.5°C-aligned
pathway for net zero by 2050. Solar photovoltaic
installations are tracking in line with the pathway
set out in the IEA NZE 2021 scenario, however
progress in other key technologies for power
decarbonisation, for example wind, CCUS,
energy storage and electricity grid expansion,
has been less rapid and requires significant
scale up.®

Many of these technologies required to
decarbonise the power sector are available,
cost-effective, and being deployed at scale —

for example a record 350 GW of wind and solar
was installed in 2022. However, the pace needs
to accelerate. The average annual build of solar
needs to roughly double, and wind triple, for the
sector to get on track for net zero by 2030. In
Asia, new coal power continues to grow despite
the fact renewables are now cheaper in many
markets. Grid systems worldwide also need
rapid, large-scale extension, digitalisation and
reinforcement to support renewables and
electricity demand growth.%

Achieving the necessary acceleration to 2030
will require a combination of measures, including
national targets, market and planning reforms,
financing to de-risk investment, and engagement
from governments and regulators to address
interactions between the power sector and
wider economy.

Third-party analysis of publicly available
1.5°C-aligned scenarios estimates that the
energy transition will require $18 trillion of
investment by 2030, and a further $47 trillion
up to 2050. Wind and solar are expected to
represent around 40 per cent of this, while
30 per cent will be needed to upgrade grid
infrastructure.®’

2022-2030

($tn)

By region ..II 18
— e
Regions : M Asia Pacific M Europe M Latin America
Technologies: M Grid M Wind M Solar

B Low carbon fuels

Estimated capital expenditure requirements

Remaining investments are split across
low-carbon fuels such as hydrogen and
ammonia, as well as hydro, nuclear, and
geothermal energy. Asia is projected to see
over half this investment to 2030, while Europe
and North America each account for roughly
20 per cent. Further information can be found
in the charts below.®

Estimated capital expenditure requirements: Energy supply”'

2031-2050
($tn)

By region

By technology

B Middle East and North Africa B North America

M Otherrenewables M Batteries M Nuclear

W ccus

At the same time, investment will still be
required in existing oil and gas to ensure
stability and security during the transition,
though the balance shifts radically towards
low-carbon technologies over time.% Analysis
from BloombergNEF suggests the ratio of
investment in clean energy versus fossil fuels
needs to reach 4:1 to get on track for net zero
this decade, increasing to 6:1 in the 2030s,
and 10:1 in the 2040s.7°

A
A
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Our portfolio

More than three quarters of our oil and gas
on-balance sheet financed emissions come
from a concentrated group of upstream and
integrated energy companies.’? Taking a
materiality-based approach, we intend to
focus our engagement particularly on these
companies and their transition plans.
Approximately half of these oil and gas
companies are based outside of the OECD.

Our power and utilities portfolio includes
power generation, retailers and grid companies
from major markets across the world. Many
operate in jurisdictions in Asia with significant
amounts of thermal coal-fired power
generation, and without a net zero by 2050
national climate target.

Approximately half the customers in our oil

and gas and power and utilities portfolios are
state-owned enterprises (SOEs), many in
emerging economies. Given their ownership,
they play a vital contributing role to national
GDP7” and as a result there is an economic
imperative for them to have a transition-resilient

Targets

Oil and gas target

We have set a target to reduce absolute
on-balance sheet financed emissions for our
oil and gas portfolio by 34 per cent by 2030
relative to a 2019 baseline. This is consistent
with a global 1.5°C-aligned pathway as
defined by the IEA NZE 2021 scenario. Our
analysis includes scope 1, 2, and 3 emissions,
including carbon dioxide and methane, for
upstream and integrated companies.

As outlined in Our approach to sector
transitions on page 17, we plan to update our
target following the periodic release of new
1.5°C-aligned scenarios in the years ahead to
reflect shifts that have occurred in the real
economy. For example, in comparison to the
IEA NZE 2021 scenario, the updated IEA NZE
scenario released in 2023 shows a minor
increase in emissions from oil combustion which
is partly offset by a decrease in emissions from
gas combustion. In the medium term, as more
oil and gas companies diversify and substitute
oil and gas production with low carbon
business lines, we may reassess the boundary
of our oil and gas target to encompass a more
holistic view of energy supply companies.

Power and utilities target

We have set a target to reduce the financed
emissions intensity of our on-balance sheet
power and utilities portfolio to 138 tCO,/GWh
by 2030, which represents a 77% reduction
versus the 2019 baseline.

Our analysis includes scope 1 and 2 emissions
for power generation companies. Although
scope 1 emissions are most material for the
sector, most companies report scope 1 and 2
emissions together making it challenging to
split out the data.

\We have chosen an intensity-based target as
electricity demand is expected to more than
double by 2050 due to both population growth
and electrification required to decarbonise
mobility, buildings, and industry. We have
focused on power generation companies
because they control sector output; by engaging
them we believe we can help drive the most
material emissions impact in the real economy.

Our target is consistent with a global
1.5°C-aligned pathway, as defined by the [EA NZE
2021 scenario. As new 1.5°C-aligned scenarios
are released with regional disaggregation we
expect to consider embedding regional
implications into our power and utilities target
setting approach to better reflect our business
context which today includes a large share of
emerging country customers.

As outlined in Our approach to sector transitions
on page 14, we plan to refresh our target
following the periodic release of new 1.5°C-aligned
scenarios in the years ahead to reflect shifts
that have occurred in the real economy. The
update of the IEA NZE scenario released in
2023 indicates total energy demand in 2030

business model.

is slightly higher than in the IEA NZE 2021
scenario, and even though solar photovoltaic
capacity additions and installed battery capacity
is higher, the IEA NZE 2023 scenario has a
higher emissions intensity figure in 2030.7475

Finally, in 2022 we set a separate target to
reduce on-balance sheet financed emissions
for thermal coal power and thermal coal
mining as part of our updated thermal coal
phase-out policy. However, upon further
review, we have since confirmed that the
maijority of customers in scope of the thermal
coal power production target are already
included in the power and utilities target
population. To avoid duplication, we plan to
continue with only the financed emissions
target for thermal coal mining specifically.

Energy-related policies

Our net zero-aligned Group thermal coal
phase-out and energy policies?®*2%
outline our approach to engaging with
customers at the heart of the energy
transition on their transition plans, and
covers upstream oil and gas, fossil fuel
power generation, coal, hydrogen,
renewables and hydropower, nuclear,
biomass and waste to energy sectors.
See Using policies to drive change on
page 70 for further details.

Our action plan

n Supporting our customers

Engage our customers

Our core approach is to engage with major oil
and gas and power and utilities customers to
understand their transition plans and to help
support, finance and accelerate those efforts.
Our transition plan assessment approach is an
important part of understanding our customers’
positions, opportunities for decarbonisation, and
how our portfolios are evolving relative to our
2030 targets.

HSBC Holdings plc Net Zero Transition Plan

We recognise that different customers will
transition at different speeds. For example, many
of the major power companies in our power and
utilities portfolio are in emerging and developing
countries and face challenges in transitioning,
given strong growth in demand for electricity,
young thermal coal-fired power production
assets and higher cost of capital relative to
advanced economy peers. They are also often at
earlier stages of developing their transition plans.
That said, we recognise that the power sector in
HSBC's emerging market regions will need
access to substantial capital to finance

low-emissions inclusive growth and avoid lock-in
of high carbon power production.

Some national oil and gas SOEs may also have
limited scope to diversify as wider clean energy
activities are often carried out by separately
managed state-owned companies.” In these
cases, we may consider a set of SOEs together,
while still looking at the national oil and gas
entities” exploration and production plans relative
to 1.5°C demand curves, their emissions targets,
and broader plans to diversify, including into
sustainable fuels.
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Transition plan assessments for oil and gas companies
Our oil and gas 2030 on-balance sheet financed emissions target
covers absolute emissions from both operations and the use of
products sold. Areas for evaluation and engagement with oil and
gas companies include the following (subject to data availability
and other external factors):

1. Plans to reduce operational (scope 1 and 2) emissions. This includes
plans to eliminate flaring and venting by 2030, unless when absolutely 2
necessary for safety reasons, and plans to reduce fugitive methane
emissions by 2025 for operations in EU and OECD markets (2030 for
the rest of the world) to meet the Oil and Gas Climate Initiative's target.

Transition plan assessments for power and utility companies
Areas for evaluation and engagement with power and utilities
companies, include the following (subject to data availability

and other external factors):

1. Emissions disclosures across scope 1, 2, and 3.

. Net zero 2050 targets and credible interim emissions targets that cover
greenhouse gases across scope 1, 2, and 3. This includes both absolute
and intensity-based metrics.

See our Group energy policy.””

. Plans to scale investment in decarbonisation solutions and/or business
activities in new clean technologies, products and/or services,
including capex plans, mergers and acquisitions.

. Emissions disclosures, including all major emissions across scope 1, 2,
and 3.

. Net zero 2050 targets and credible interim targets. This includes
engagement on scope 3 emissions targets, to help drive transition
in their businesses and in the energy system at large.

. Oil and gas production plans, including for the period to 2050, such as:
peak production dates; plans relative to projected demand curves for
oil and gas (including 1.5°C-aligned pathways); production plans for
proved and probable reserves; and plans related to the development

3. Proposed energy mix of power production to 2050, including plans to:

scale down fossil fuel power generation and deploy carbon abatement
technologies in the period to 2040; and scale up of renewable
technologies. We are also looking to include just transition
considerations in our evaluation.

. Approach to scaling-up and committing capital to clean electricity,

energy storage and other clean infrastructure to support growth in
electricity demand. This includes engagement on capex plans for new
projects and business lines, evidence of strategic acquisitions and
partnerships, and project pipelines.

of new oil and gas fields.

Provide transition solutions

We aim to support our energy supply customers to
transition to net zero by providing project finance,
corporate debt, and access to capital markets for
them to develop and deploy new wind, solar,
hydro, nuclear, sustainable bioenergy and other
zero-emissions technologies. At the same time,
we will look to identify opportunities to help
support emissions intensity improvements in our
customers’ legacy hydrocarbon businesses,
including solutions to reduce methane emissions,
flaring, and for wider retirement or repurposing
of assets to meet net zero targets. We also aim
to implement innovative financing solutions and
blended finance partnerships to help scale
investment into emerging and developing market
clean energy infrastructure, such as our
investment in Pentagreen Capital, a $150 million
partnership with Temasek.

To help scale critical early-stage technologies,
such as clean hydrogen, CCUS, long duration
energy storage, small modular nuclear reactors
and sustainable fuels (including SAF), we aim

to provide finance for breakthrough first- and
second-of-a-kind projects. We can help customers
raise funds in capital markets to acquire businesses
with innovative low-carbon technology. As part of
developing some of the tools and pipelines we
need for success, we bring together an internal
group of multidisciplinary experts to discuss key
technology solutions. In addition, we aim to
identify opportunities to collaborate with other
value chain actors to help scale nascent energy
technologies — such as our $100 million
investment as an anchor partner in Breakthrough
Energy Catalyst.

E Embedding net zero into the way
we operate
Manage our portfolio
We expect to actively manage our oil and gas
and our power and utilities portfolios as we look to

HSBC Holdings plc Net Zero Transition Plan

achieve our 2030 financed emissions targets. We
will look to support customers with well-developed
transition strategies, as well as support those at an
earlier stage of their journey who have an appetite

to play an active role in the energy transition and

who demonstrate progress in doing so.

We anticipate that, despite our efforts, some
customers may not align with our 2030 targets
and net zero ambition. In such cases, we may
need to consider whether to reduce our
exposure. This choice will be informed by our
policies and strategic portfolio considerations,
including sustainability, credit and commercial
alignment.

Our sustainability risk policies include parameters
that act as key levers to help decarbonise our
portfolio and manage climate risks. These include
ending new financing or advisory services for the
specific purposes of projects pertaining to new
oil and gas fields and related infrastructure and
accelerating the phase down of financing for the
most carbon-intensive oils, as well as in oil and
gas activities in environmentally and socially
critical areas (see our Group energy policy).

We have set a target to reduce our thermal coal
financing drawn balance exposure by at least

25 per cent by 2025 and 50 per cent by 2030,
and to phase out the financing of thermal
coal-fired power and thermal coal mining in

EU and OECD markets by 2030, and all other
markets by 2040 (see our thermal coal

phase-out policy).

Optimising our portfolio for net zero means
working to embed climate into customer
onboarding and actively targeting new clean
energy customers. For customers in scope of
our sustainability risk policies, we set further
conditions for on-boarding based on their
engagement in certain outlined activities, their
net zero transition plans, and consistency with

our targets and commitments. For example, we
will not onboard new oil and gas customers

where more than 10 per cent of their production
volumes come from unconventional oil and gas.

El Partnering for systemic change

We expect to prioritise collaboration with key
stakeholders to help accelerate a clean, secure,
and inclusive energy transition. This includes
partnering with industry-led coalitions, supporting
established frameworks, working with
governments and developed finance institutions,
and engaging with scientific bodies.

For example, we are supporting the work of
GFANZ to build on the framework for financial
sector transition planning, which includes
clarifying information banks require to help drive
the energy transition. Furthermore, we can
collaborate with organisations like GFANZ and
greenhouse gas accounting standards setters to
help develop financed emissions approaches for
emerging and developing market countries that
incentivise providing finance for the energy
transition in these markets.

We are playing a role in the development of Just
Energy Transition Plans (JETPs) for Indonesia and
Vietnam and Egypt's Nexus of Water, Food and
Energy (NWFE) programme, and will look for
wider opportunities to help support similar
country-led or regional public-private platforms
and blended finance partnerships focused on
helping to scale finance for clean energy in
emerging and developing markets.

Finally, we are engaging in research and thought
leadership with organisations like the Energy
Transitions Commission and Mission Possible
Partnership to help identify and address barriers
to mobilising capital for energy transition efforts.
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Transport — Automotive

Sector transition overview

Pathways to net zero

Fuel use by road transport currently accounts for
12 per cent of global greenhouse gas emissions
and 76 per cent of all transport emissions.”

For auto manufacturers, the majority of total
emissions are scope 3 emissions estimated from
fuel combustion during lifetime use of vehicles.
This is nearly six times greater than operational
scope 1 and 2 emissions from vehicle
manufacturing. (see chart below).”

To decarbonise road transport, switching

from internal combustion engine (ICE) vehicles
to battery electric vehicles (BEV) for passenger
and light-duty commercial applications, and

a mix of BEVs and hydrogen fuel cell electric
vehicles (FCEVs) in heavy-duty applications is
essential. Electric vehicles have zero tailpipe
emissions, and although BEVs currently
charge from grid electricity supplied by a mix
of fossil fuels and renewables, they have a
smaller overall emissions profile than ICE
vehicles. This is true even in countries with
large amounts of thermal coal-fired power.

Automotive value chain

As new manufacturing supply chains become
more efficient and global electricity systems
continue to decarbonise, the emissions
reductions from BEVs relative to ICE vehicles
will continue to grow.808182

Decarbonisation is also supported by ongoing
improvements in fuel efficiency, biofuel blending,
and shifts from personal passenger vehicles to
public transport and active travel where markets
and infrastructure allow.®

Electrification

To be on track for net zero by 2050 in road
transport, scenarios estimate that 43 to 89 per
cent of new passenger vehicles sales will need
to be electric by 2030, and the sale of new ICE
passenger vehicles will need to be phased

out by 2040848

Electrifying other vehicles such as trucks and
buses is also gathering pace. In 2022, BEVs
accounted for nearly 4.5 per cent of bus sales
and 1.2 per cent of medium and heavy-duty truck

Emissions sources (% per vehicle) for ICE and EV light-duty vehicles and hydrogen heavy-duty vehicles in 2021
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B Sourcing of raw materials,
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=
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Manufacturing

Manufacturing of components
and vehicle assembly
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=]

Direct emissions from
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vehicle use and maintenance
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sales. There are now around 840 models of
medium and heavy-duty electric vehicles
available or coming to market. Amongst the
medium and heavy-duty trucks, over 90 per cent
are BEVs. FCEVs will also play a role, but they are
at an earlier stage of development and have less
models available commercially. They will be
particularly suited for regions with limited grid
capacity and in long-range, heavy-duty
applications requiring rapid refuelling &

Transport electrification will require cooperation
from multiple stakeholders to expand battery
supply chains, build-out of charging infrastructure,
and improve grid management. Scaling in battery
materials and manufacturing is perhaps the most
important enabler of BEV expansion. Demand for
lithium, nickel, and other critical minerals for
lithium-ion batteries is likely to grow by around
30-40 times between 2020 and 2040. Extraction
and refining of these materials need to grow
while becoming more efficient, less emissions
intensive, and sustainable 8”88

Downstream

End-of-life°

Recycling, material recovery, and
disposal of vehicles and batteries

(well-to-wheel for ICE, and

battery charging for EV)¢

100%

d |

100%

¢ End-of-life emissions are not included in the IEA's estimates. Depending on scenario assumptions arour d the volume of recycling, EOL activities could reduce overall

lifecycle emissions of vehicles by up to 18%.

4 The main EV emissions are related to the electricity that is used to charge the battery. Though classified under use of transport, these emissions are actually realised at

generation point, not point of use.

¢ For further details on the ranges shown in the charts, please see the |EA (2023) Energy Technology Perspectives 2023.
Source: Analysis deduced from IEA (2023) Energy Technology Perspectives 2023, UK Department for Transport (2021) Lifecycle Analysis of UK Road Vehicles.
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Continued innovation in battery technology

is helping to enhance energy density, reduce
costs and substitute primary materials where
extraction may be linked to adverse ESG
outcomes.® Battery pack prices have already
fallen by around 90 per cent since 2010, and
cell energy density can now reach over 260
watt-hours per kilogram, two to three times
greater than a decade ago.®" Battery
manufacturing capacity is expected to increase
five-fold to 2025, which will put further
downward pressure on prices.?

Grid expansion and enhancements, including
vehicle-to-grid (V2G) technology, smart grids,
and increasing the number of publicly accessible
charging points, will help BEVs improve rather
than challenge grid stability.%

Sector transitions Implementation plan

Fuel economy and biofuels

Improving fuel economy and biofuel blending
both offer additional routes for the transition.
Incremental improvements in ICE technology
combined with tightening emissions and fuel
efficiency standards have already helped to
reduce emissions intensity. These measures
have also helped to accelerate the development
and adoption of plug-in hybrid and battery
electric models.#4959%

Biofuels made up nearly 5 per cent of total fuel
consumption globally in 2022 and can continue
to help reduce emissions from road transport in
the short-term. However sustainable bioenergy
resources are limited and increasing demand
from aviation and other hard-to-abate sectors
combined with lower cost battery electric
alternatives will likely see biofuels’ role in

road transport diminish over time.%’

Additional information
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New mobility solutions

Smart mobility solutions and public transport can
reduce emissions per passenger kilometre. This
includes ride hailing and other Mobility-as-a-
Service (MaaS) models, autonomous vehicles,
and innovative logistics that reduce kilometres
travelled and decongest roads.%

Technology feasibility and timelines

Global 2030 goals for road transport
decarbonisation can be met by accelerating the
deployment of existing technologies. According
to BloombergNEF, passenger BEVs are expected
to reach upfront cost-parity with ICE vehicles by
mid-decade depending on market and vehicle
type, which will further accelerate adoption.*

At present, BEV sales and BEV battery
manufacturing facility roll-out globally are
tracking in line with a 1.5°C-aligned pathway. EVs
were projected to reach 18 per cent of global
new passenger vehicle sales by the end of 2023.
BEV car sales are tracking on the required path
to two-thirds of new car sales by 2030 under the
IEA NZE 2023.7%0.101

To further align towards a 1.5°C-aligned pathway,
adoption of BEVs needs to continue at a similar
rate for passenger vehicles, but further progress
is required in the heavier vehicle segments,

particularly trucks and buses. Adoption of
electrified trucks and buses needs to increase,
as well as heavy goods vehicles powered by
alternate fuels such as hydrogen. However, the
role for clean-fuel based vehicles is reducing,
due to the rapid progression in technology

and manufacturing capability for BEV trucks
and buses.'%

To accelerate the shift to EV's across all vehicle
classes and all regions, government interventions
such as tailpipe emissions standards, fleet
targets, production subsidies, and phase-out
dates for new ICE vehicle sales need to be
prioritised. Targeted support to drive consumer
uptake will also be important, such as upfront
subsidies, tax incentives or providing relief from
congestion charges and tolls, supported by
improving electricity access and delivering rapid
rollout of charging networks.

Streamlined permitting, expedited development
of new mines, and enhanced recycling will also
be essential to ensuring uninterrupted supply of
critical metals for battery manufacturing.'®

Beyond 2030, a range of new technologies and
approaches could support deeper
decarbonisation alongside improved efficiency
and user experience. Novel approaches such as
mobility-as-a-service and autonomous vehicles
could have a material impact on overall sector
emissions but need continued support for
innovation and piloting. Policies to support
accelerated deployment in more challenging
areas, such as heavy trucks, which are only
expected to reach cost-parity around 2030-2035
in long-haul segments, are needed this decade

Estimated capital expenditure requirements

Third-party analysis of publicly available
1.5°C-aligned scenarios estimates that the
automotive sector will require $22 trillion

in total capital investment to transition to net
zero by 2050, of which $4 trillion is required
by 2030 (see chart below).'®

Investment in BEV production presents the
biggest opportunity, particularly in Asia, where
vehicle demand continues to grow. The region
is expected to account for around half of
global capital investment through to 2050.

Estimated capital expenditure requirements: Automotive'”’

2022-2030

($tn)

By region ."I 4
By technology .Ill 4

2031-2050
($tn)

By region

By technology

Regions : M Asia Pacific M Europe M Latin America M Middle East and North Africa B North America

Technologies : M Battery EV ™ Efficiency improvements M Fuel cell electric vehicles M Infrastructure M Hybrid

to deliver rapid progress after 2030.1%

Even where BEV deployment is slower,
efficiency improvements are expected to
require $1.2 trillion in capital by 2030.7%

TR
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Our portfolio

The majority of our on-balance sheet financed
emissions in the automotive sector come from
a concentrated group of customers. Around
half are based in OECD markets including
many in the EU"® which announced a ban
from 2035 on the sale of new petrol and

diesel cars and vans.

While regulation in other regions may not
currently be as advanced, policy frameworks

Our sector approach

are evolving rapidly. Global manufacturers
that do business in multiple markets are
moving towards product lines that meet rising
standards. In 2023, for example, China
introduced an updated vehicle emission
standard that includes a new ban on the
production, importation and sale of vehicles
that do not comply with national emission
standards and requirements for emissions
tests.!

Targets

We have set a target to reduce the emissions
intensity of on-balance sheet financed
emissions for our automotive portfolio to 66
tCO, per million vehicle kilometres by 2030,
which represents a 66% reduction versus the
2019 baseline. Our analysis includes scope 1,
2, and 3 emissions from the manufacturing
of vehicles, and tank-to-wheel exhaust pipe
emissions for light-duty vehicles.

Our target is based on the IEA NZE 2021
scenario, which is a global 1.56°C-aligned
pathway. As outlined in Our approach to
sector transitions on page 14, we plan

to update our targets following the periodic
release of new 1.5°C-aligned scenarios in the
years ahead. We note, for example, that the
update of the IEA NZE scenario released in
2023 recognised progress made in the uptake

of electric vehicles and therefore indicates a
lower emissions intensity figure to 2030 than
was previously cited in its 2021 release.!%81%°

Our action plan

n Supporting our customers

Engage our customers

Auto manufacturers and consumers are

quickly embracing the shift to electrification,
and we expect this may continue to provide
opportunities to support our customers in this
transition. Many of our largest automotive
customers have already set emissions reduction
targets or have committed to do so.

We will look to engage our customers on

their transition plans. This includes requests

for disclosure of emissions across all scopes and
net zero and interim emissions reduction targets.
For auto manufacturers this includes targets for
zero-emissions vehicle sales, plans to reduce
operational emissions, and strategies to expand
battery production while managing emissions
from ICE and battery supply chains. Finally,
transition plans may look at opportunities to scale
new business models, products, and services,
including plans for capital expenditure, strategic
acquisitions, industry partnerships and new
revenue streams such as mobility-as-a-service.
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Provide transition solutions

We aim to help support our existing automotive
customers around the world with financing
solutions to drive new investment in electric
vehicle manufacturing and product lines. We
bring together internal, multidisciplinary expert
teams to help support customers in these

endeavours across the electric vehicle value chain.

To help facilitate adoption of EVs, we expect to
look for opportunities to support build out of new
charging infrastructure and consider ways to
further integrate EV financing solutions into our
retail banking propositions. Key will be
considering ways to support the EV supply chain,
such as critical minerals and metals and battery
manufacturing.

Bl Embedding net zero into the way

we operate
Manage our portfolio
The shift to EVs will vary across our portfolio and
be heavily impacted by local policies. Customers
based in North America and India, for example,
may lag behind China and Europe. The pace of

uptake will also be influenced by where our
customers sit in the value chain, their size and
internal resources and their access to electricity
infrastructure.

We know that some smaller firms in our portfolio,
particularly those in regions of Asia with less
mature electricity infrastructure, may not be able
to decarbonise as quickly.

We will look at how we can grow our share of
customers that are focused on accelerating EV
deployment, reconfiguring infrastructure,
growing supply chains, and scaling new
technologies such as next-generation batteries.

Partnering for systemic change
Alongside working directly with our customers,
we aim to support wider transformation in the
sector by engaging with industry-led coalitions
and governments to help in the development
of the policies, technology, infrastructure and
supply chains that are key to the acceleration
of EV adoption.
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Transport — Aviation

Sector transition overview

Pathways to net zero

Fuel use in aviation accounts for around 1.2 per
cent of total global greenhouse gas emissions,'"?
a share that is set to grow as demand for air

travel continues to grow. Global air miles travelled

are projected to almost triple by 2050.""® Nearly
half of this growth in demand is expected to
come from Asian economies.'™

Around 80 per cent of emissions in the aviation
value chain come from flight operations (see
chart below). Thus, for the industry to achieve
net zero targets, the key challenge will be
decarbonising aviation fuel.'’®11®

Solutions to drive down aviation sector
emissions include sustainable aviation fuels
(SAF), operational efficiency improvements,
changes in demand, and alternative engine
aircraft, for example electric and hydrogen-
fuelled (see ‘Closing the aviation net zero gap’
chart on page 30).""”

Sustainable aviation fuels

There are two types of SAF: bio-based and
synthetic. Bio-based SAF is made from waste
oils or biomass. Synthetic SAF is made by
synthesising clean hydrogen and captured CO,.
SAF can potentially reduce lifecycle emissions
of aviation by 75 to 95 per cent compared with
conventional kerosene and are currently the only
technologically viable low-carbon alternative
fuels for long haul aviation.'®11°

Aviation value chain
Emissions sources (% per aircraft)

Upstream

% Fuel production

A

Extracting and refining crude oil
into aviation fuel

Manufacturing

The large-scale adoption of SAF still faces
various obstacles, including lack of policy
support, competition for biofuel feedstocks,

and the aviation industry’s very strict
performance requirements. All these factors
mean SAF are currently around two to nine times
more expensive than conventional jet fuel.'?®

Hydrogen, electric, and hybrid aircrafts
Hydrogen can be used to power aircraft either
in a fuel cell or as fuel in a combustion engine,
however these technologies are still in early
development. The relatively low volumetric
energy density of hydrogen means it can be
difficult for aircraft to carry enough fuel and will
also require redesigning the aircraft and fuel
distribution infrastructure.'?’

Midstream

Sourcing and moulding materials together Taxiing, take-off, cruising and landing

Additional information

Flight operations
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Battery-powered aircraft are also under
development, but batteries are heavy relative

to their energy capacity. This means that like
hydrogen, battery electric aircraft are best-suited
for short-haul flights in smaller aircraft. Hybrid
engines combining battery power or fuel cells
with liquid fuels can be a possible transition
solution.'?

Aircraft owners and operators will be key to
financing and commissioning the next generation
of planes, and aircraft manufacturers will need to
design and develop these alternative engines.
However, the capital-intensive nature of the
industry and the long lifespan of aircraft mean
that turnover of stock will take time.'?®

Downstream

End-of-life

Disposal and recycling of aircraft

Note: These are illustrative for the sector, as emissions from each source can vary depending on a wide range of factors.

100%

Source: Analysis deduced from Airbus (2023) Scope 3 disclosure, Jordao (2013) Life Cycle Assessment oriented to climate change mitigation by aviation
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https://www.airbus.com/en/sustainability/reporting-and-performance-data/emissions-statements/scope-3-disclosure
https://www.researchgate.net/publication/261403034
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Energy efficiency and demand reduction
Emissions can also be reduced in aviation by
improvements in aircraft and operational
efficiency. Optimising aircraft design to
redistribute weight, utilising stronger and lighter
materials, and overall improving aerodynamics
has already helped make each new generation
of aircraft up to 20 per cent more efficient.'?

Airlines and operators can also chart more
sustainable flight paths, reduce cabin weight,
and optimise air speeds to help reduce fuel
consumption.'? Using international flight hubs
to reduce the number of passenger kilometres
travelled will also reduce the sector’s absolute
emissions.'®

Additionally, airlines have the option to influence
customer behaviour to help curb absolute
emissions. For example, around 17 per cent of all
journeys undertaken by short-haul flights globally
could be taken via high-speed rail instead.
Travelling via rail has the potential to reduce
emissions by 90 per cent when compared to
flying.'?’

Sector transitions Implementation plan

Closing the aviation net zero gap
Change in emissions reduction from current trajectory to a 1.5°C-aligned pathway, as driven by different levers
(Gt CO, emissions)’

2019¢ 2030

Additional information
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1.6

10% Demand optimisation

13% Efficiency

7% Electrification
and hydrogen

70% Sustainable Aviation
Fuels (SAFs)

0.3
-81%
2050

' For simplicity, a linear path is shown between the fixed points in 2019, 2030, and 2050. In reality, the trends of abatement

measures may not be linear.

9 2019 is used as a baseline year from a reference point of 1.0 for simplicity.
Source: McKinsey (2020) Climate math: What a 1.5-degree pathway would take.

Technology feasibility and timelines

In 2021, the International Air Transport
Association (IATA), representing commercial
airlines, adopted a 2050 net zero target.'® The
International Civil Aviation Organization (ICAQO),
the UN body that governs international aviation,
made a similar pledge in October 2022.'% These
reflect a growing commitment to net zero
aviation. Technology now needs to catch up.

SAF is currently more expensive than the
conventional aircraft fuel kerosene, and industry
trends suggest it is unlikely to be cost competitive
until the mid-2030s. Part of the challenge is scale.
There are currently only 25 SAF plants worldwide
that are either in operation or have reached final
investment decision, supplying less than 1 per
cent of global jet-fuel.’*

Market analysis suggests we are currently on
track to reach around 5 per cent SAF by the end
of the decade,'®' supported by a suite of new
government commitments including a 10 per
cent 2030 blending target in Japan and the UK,
and a 6 per cent blending mandate in the EU.

In addition, 60 major airlines, airports and fuel
suppliers have pledged to reach 10 per cent SAF
by 2030.¢ Blending mandates will need to be set
by a wider set of countries and made more
ambitious, particularly in Asia where demand
for air travel is growing fastest. 32133134

Current progress is substantially off-track, relative
to a 1.5°C-aligned pathway; to be on-track, the
use of SAF needs to grow to around 20 per cent
of all jet fuel by 2030.'% Faster SAF adoption will
require policy intervention to bridge the price gap
while production scales. Without this it will be
difficult to get the investment required to build
SAF production facilities.'?
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Directing limited biofuel resources to aviation
can help, although even with regulatory support,
bio-based SAF supply will be constrained by the
availability of sustainably sourced feedstock, itself
limited by constraints on land use. Furthermore,
currently global biofuel production is not on track
to meet a 1.5°C-aligned pathway. That means it
is very likely synthetic SAF will be needed. This
requires a much larger supply of clean hydrogen
and captured carbon dioxide than currently
available. Recently, there has been significant
progress on policy announcements and

investment in low carbon hydrogen, however
demand from the aviation industry is still well
short of what is required to meet a 1.5°C-aligned
pathWay.137'138

Additional areas of innovation and investment,
alongside SAF, include alternative powertrains
like hydrogen fuel cell and battery-electric aircraft,
which may play a critical role in longer-term
(post-2030) decarbonisation of the aviation
sector.®®


https://www.mckinsey.com/
capabilities/sustainability/our-insights/climate-math-what-a-1-point-5-degree-pathway-would-take#/
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Estimated capital expenditure requirements

Third-party analysis of publicly available 1.5°C-aligned scenarios estimates that decarbonising the aviation sector will require total capital
investments of $0.7 trillion by 2030, followed by $1.3 trillion to 2050. Scaling up SAF alone will require more than half of the investment needed
by 2030 (see chart below)."*

Estimated capital expenditure requirements: Aviation'*!

M Latin America

M Europe

Regions : M Asia Pacific

Technologies: M SAF M Electrification M Hydrogen

B Middle East and North Africa

2022-2030 2031-2050

($tn) ($tn)

— | L P
By technology I 0.7 By technology I- 1.3

B North America

Our sector approach

Our portfolio

The majority of our financed emissions
from the aviation sector are attributable to
a highly concentrated group of customers,
including airlines and aircraft lessors. Of
these, around half are in Asia,'*> where we
expect much of the future growth in
aviation demand.

Our action plan

[El Supporting our customers

Engage our customers

Engaging with our most material aviation
customers to understand their targets, transition
strategy and progress, including plans to scale
up fuel efficiency gains, the use of SAF, and novel
aircraft models, is an important first step in our
efforts to decarbonise our aviation portfolio.

Provide transition solutions

As we engage with our customers, we aim to
understand and look for commercial
opportunities to support their plans to reduce
emissions, including initiatives such as the
adoption of SAFs, energy efficiency measures
and novel low carbon aircraft. \We also expect to
consider opportunities to support early, growth
stage and established SAF manufacturers to
scale SAF production, where commercially
viable, through a range of propositions tailored
to early and growth stage companies.
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Targets

We have set a target to reduce the emissions
intensity of on-balance sheet financed
emissions for our aviation portfolio to 63 tCO,
per million revenue passenger kilometres by
2030, which represents a 25% reduction
versus the 2019 baseline. Our analysis
includes scope 1 emissions for airlines and
scope 3 emissions for aircraft lessors.

Our target is based on the IEA NZE 2021
scenario, which is consistent with a global
1.5°C-aligned pathway. As outlined in Our
approach to sector transitions on page 14, we
expect to continue to evaluate our choice of
reference scenarios as updated 1.5°C-aligned
scenarios emerge that take into account
real-world developments. We note, for
example, that in the update of the IEA NZE

scenario released in 2023, the aviation
sector’s emissions reduction by 2030 is
smaller than in the 2021 release, reflecting
revised (lower) estimates of biofuels and
synthetic SAFs by 2030."43144 |n the future we
may consider setting a target range for the
financed emissions of our aviation portfolio,
recognising the heavy reliance on the scaling
of nascent technologies which themselves
are highly dependent on the emergence of
an enabling policy environment.

Bl Embedding net zero into the way

we operate
Manage our portfolio
We aim to actively manage our portfolio to
achieve our 2030 financed emissions target
for the aviation sector, taking into account the
emissions reduction actions our customers
are making, such as those mentioned above.

As we do this, we will look at how we can grow
our share of financing for aviation customers
that are accelerating the transition.

Partnering for systemic change

We can help connect private and public sector
actors and support industry partnerships to
help scale collective action across the sector,
especially with respect to SAF production,
demand, pricing and certification. For example,
we are involved in Cathay Pacific’'s Corporate
Sustainable Aviation Fuel Programme and are

seeking opportunities to help scale SAF
production through our partnership with
Breakthrough Energy Catalyst.

We aim to continue working with governments
and other stakeholders on supportive policy
mechanisms to help scale the uptake of SAFs,
including national/regional blending mandates, and
on policies to help reduce the cost differential
between SAFs and conventional jet fuels.

As a founding member of Impact on Sustainable
Aviation, we continue to work with airlines,
financiers, investors, renewable energy providers,
and innovators to help generate investment in
new technologies, encourage the use of common
KPls, and push for emissions trends to be
decoupled from air traffic growth.



Introduction Vision and strategic approach

Sector transitions Implementation plan

Transport — Shipping

Sector transition overview

Pathways to net zero

Fuel use in shipping contributes about 1.7 per
cent of global greenhouse gas emissions.'*®
Most global trade by volume is transported via
shipping, and trade volumes are projected to rise
by 40-115 per cent between 2020 and 2050,
meaning emissions will increase significantly
without deep decarbonisation.'®

A breakdown of value chain emissions is shown
below. Operating ships accounts for around
two-thirds of sector emissions, with vessels
mostly running on heavy fuel oil and marine
diesel. Ship manufacturing and materials make
up around another quarter of emissions.
Achieving net zero shipping will require improved
energy efficiency and a shift to sustainable
maritime fuels, with electric propulsion systems
playing a role in decarbonising smaller vessels
and coastal shipping.'47:148149

Shipping value chain
Emissions sources (% per vessel)

(% Ship building

Manufacturing and
transportation of materials:
construction of the vessel

Operations

Burning fossil fuels to power
the ship’s engines and its
onboard activities

Energy efficiency and demand reduction
Shipping sector emissions can be reduced
through improved energy efficiency and fuel
economy. This involves optimising vessel speed,
routes, and on-board power demand using Al
planning and advanced autopilot systems, as
well as vessel design.'® Estimates from
BloombergNEF suggest that fuel use can be
reduced by 59 per cent relative to current figures
if the industry prioritises operational and
technical improvements this decade.’™’

Sustainable maritime fuels

Clean ammonia, clean hydrogen,

clean methanol, and biofuels offer promising
alternatives to conventional fuels, though they
each have trade-offs, and none has yet emerged
as a dominant fuel for the sector pathway.'*?

Port
Operations

UG

Handling and movement of
cargo, as well as the use of
auxiliary power units while
in port

Additional information

Emissions from the use of
equipment and the
transportation of materials
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Clean ammonia has advantages in infrastructure
compatibility and a greater energy density than
hydrogen but would still require more fuel
volume than conventional heavy fuel oil.’*
Methanol is another possible fuel in the shipping
sector, however supply is currently limited and
costs are higher than ammonia. Clean hydrogen,
although cheaper to produce than clean
ammonia, has a lower energy density and
requires significant ship and port infrastructure
modifications, increasing its overall cost.'®*

While regulations allow blending low-carbon
fuels up to 20 per cent without engine
modifications, achieving wide-scale availability
will demand substantial coordinated investments
in port infrastructure.'® Though relatively
expensive now, sustainable fuels have the
potential to become competitive through scaled
investments and carbon pricing.

Maintenance

. End-of-life
and repair

Emissions from activities
such as scrapping, recycling,
or sinking

Note: these are illustrative for the sector, as emissions from each source can vary depending on a wide range of factors.
Source: Analysis deduced from ICCT (2019) Lifecycle GHG Emissions from the Shipping Sector; International Maritime Organization (2014) Third Greenhouse Gas Study.

Technology feasibility and timelines

The shipping industry has so far been slow

to adopt sustainable fuels and vessels due to
high costs and a low-ambition regulatory
environment, with only 35 per cent of major
shipping companies having set a net zero
target.””” Shipping is a particularly hard-to-abate
sector and requires significant change to align to
a 1.5°C-aligned pathway. However, momentum
is starting to build. In July 2023, the International
Maritime Organization (IMO) committed to net
zero emissions from international shipping
“close to 2050” and set a zero-emissions fuel
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share target of 5-10 per cent by 2030, with
emissions intensity reduction targets of 40 per
cent by 2030 and 70-80 per cent by 2040.% The
IMO has also launched a new ship certification
scheme to drive energy efficiency and carbon
improvements.'®

Over half of current orders for new vessels are
for models running on low-carbon fuels. LNG
still dominates due to methanol cost premiums,
though these are expected to converge in the
next 5-10 years.

100%

Scaling the production and uptake of next-
generation fuels and vessels, along with the
required bunkering infrastructure, will depend
on economic incentives and blending
mandates.'®® While bio-methanol can be
produced today in limited quantities, producing
clean ammonia and synthetic methanol requires
a supply of clean hydrogen, itself an early-stage
technology.'®’


https://wwwcdn.imo.org/localresources/en/OurWork/Environment/Documents/Third%20Greenhouse%20Gas%20Study/GHG3%20Executive%20Summary%20and%20Report.pdf
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Estimated capital expenditure requirements

Third-party analysis of publicly available 1.5°C-aligned scenarios estimates that decarbonising shipping will require $0.2 trillion in capital
investments to 2030, with a further $0.8 trillion required to 2050. Around half of these investments are needed in Asia, which accounted for
42 per cent of cargo handling for global exports in 2021.'62163 Further detail on investment needs by region and technology is shown in the
chart below.

Estimated capital expenditure requirements: Shipping'®

2022-2030 2031-2050

($tn) ($tn)

— B
By technology l 0.2 By technology I_ 0.8

Regions : M Asia Pacific M Europe M Latin America M Middle East and North Africa B North America

Technologies: M SAF M Electrification M Hydrogen

Our sector approach

Our portfolio

We are analysing the evolution of our
shipping portfolio and its overall impact
on our financed emissions. \We note that
although many shipping companies may
be based in jurisdictions that have set
national net zero targets, a significant part
of sector activity occurs in international
waters. Therefore, the IMO plays a key role
in setting an international regulatory
framework to reduce emissions from
shipping.'®

Our action plan

[El Supporting our customers

Engage our customers

We plan to take a materiality-based approach
and focus our efforts on the ship owners and
operators that can significantly impact emissions
reductions in our portfolio and across the sector.
Key areas of engagement as part of transition
plan assessments may include emissions
reduction targets, emissions disclosures,
transition strategies and forward-looking
investment plans into low-carbon fuels, vessels,
and low-carbon and climate resilient port
infrastructure.
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Targets

We are undertaking work to measure the
financed emissions for our shipping portfolio,
following a materiality-based approach to
focus our analysis on ship owners and
operators, which account for the majority of
emissions for the sector. We delayed setting
a target early in 2023 due to insufficient and
poor-quality available data. We continue to
work with third party vendors to seek to
improve coverage of asset production data
across our portfolio.

The shipping sector is hard-to-abate and
reliant on widespread investment to scale the
production and adoption of sustainable fuels
and vessels. Today, the sector is substantially
off-track for a 1.5°C-aligned pathway to 2030,
and strengthened policy support across
regions will be critical in the years ahead.
Recognising the high dependency on
nascent technologies and enabling policy,
we may consider setting a target range for
shipping sector financed emissions in the
future.

Provide transition solutions

We will look to provide financing to support
operational efficiency improvements such as
vessel retrofits and alternative propulsion
systems, where these solutions are cost-effective,
as well as for the acquisition of new vessels
powered by sustainable maritime fuels. We can
also explore blended finance opportunities to
de-risk first or second of a kind demonstration
projects, including through our collaboration
with Breakthrough Energy Catalyst.

E Embedding net zero into the way

we operate
Manage our portfolio
As outlined above, we expect to manage the
transition in our portfolio through engagement
with our most material customers on their
transition plans, taking into consideration
standard risk return parameters and financed
emissions implications.

El Partnering for systemic change

Partner for systemic change

As part of our broader efforts to support the
transition of hard-to-abate sectors, we aim to
continue engaging on the development of a
supportive enabling environment for the
transition to net zero, including in the shipping
sector and in transport more widely. For example
through our industry collaboration and
partnerships on hard-to-abate sectors with the
Energy Transition Commission, World Economic
Forum and the Mission Possible Platform.
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Heavy industry — Cement

Sector transition overview

Pathways to net zero

The cement industry accounts for 7 per cent of
global greenhouse gas emissions. Used to make
concrete, cement is one of the most widely used
materials in the world and one of the most
difficult to decarbonise.'®

The vast majority of cement value chain
emissions occur in the production of clinker, the
main component of cement (see chart below).
Around 40 per cent of clinker emissions come
from the combustion of fossil fuels. The
remainder stems from process emissions from
the chemical reactions in clinker production.’®’

Four potential decarbonisation solutions are
available to reduce emissions from the cement
industry: carbon capture technology, clean
energy for heat production, clinker substitutes
and alternative materials, and cement
substitutes.'® Cement production practices
vary greatly between regions and some of

Cement value chain
Emissions sources (%)

Midstream

Upstream

Raw material
preparation

% Raw material

[OF©) -extraction

=

Extraction and transportation
of raw materials such as
limestone and clay

Processing and grounding raw
materials into a fine powder

the solutions are still early-stage meaning the
pathway to net zero in this sector may be slower
and the pace more varied.®®

Carbon capture technology

Decarbonising cement presents one of the
clearest opportunities for CCS. This is because

a high fraction of total emissions come from

the chemical reactions in clinker production —
emissions which cannot be avoided by switching
to clean energy. This stream of carbon dioxide is
also relatively pure, meaning capturing it can be
cheaper and more efficient.!”01”!

Clean energy for heat production

The emissions from heating kilns can be
eliminated by using an alternative fuel that burns
at a high temperature, such as clean hydrogen.'”?
Alternatively, emissions can be reduced by
fuelling kilns with lower carbon biomass or
waste, or a switch to electric kilns.'”

Clinker
production

Feeding the raw materials
into a kiln to produce clinker,
main component of cement

Cement
grinding

Grinding the clinker with other
materials such as gypsum
to produce cement

Additional information
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Clinker substitutes

Clinker production accounts for the majority

of CO, emissions in the cement production
process.'”* Cement companies can reduce
emissions by swapping out some of the clinker
used in cement mixes with industrial by-products
like slag from steelmaking and fly ash from
coal-fired power plants. Producers can also
reduce the volume of clinker required via
innovations in material mixes, low-binder
cements, and reusable concrete modules.'75176

Cement substitutes

Scope also exists to switch from cement to
lower-emissions materials such as sustainable
timber, where technically feasible.””” Some
estimates suggest that improved building design
and circular economy measures could reduce
concrete use and emissions by around a third."”®

Downstream

Transportation,
distribution and
use of end product

s

Emissions due to the use of
transportation vehicles and
energy-intensive packaging
processes

N

Note: these are illustrative for the sector, as emissions from each source can vary depending on a wide range of factors.
Source: Analysis deduced from IFC (2020) Strengthening Sustainability in the Cement Industry.

Technology feasibility and timelines

Short term actions include improving kiln energy
efficiency, clean electrification, fuel switching
from coal to gas, or co-firing with sustainably
sourced bioenergy, and implementing more
clinker substitutes. To incentivise these actions,
governments need to enhance and enforce
efficiency targets, embodied emissions
standards, and fuel blending mandates.

Global carbon intensity of cement increased
by 1 per cent in 2022 due to higher clinker-to-
cement ratio. 79180
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17 major global concrete consumers have
committed to use 50 per cent low emission
concrete by 2030 and 100 per cent by 2050.®
These voluntary demand signals need to be
augmented by additional regulatory mandates
and using public procurement of green cement
to send a longer-term demand signal for
producers. More significant technical solutions,
like CCS, are needed to enable deep
decarbonisation after 2030. Currently just

0.2 MtCQ, is captured from cement facilities
worldwide. The announced pipeline is more than
40-times larger and can capture up to 9 MtCO,
by 2030.'8? However, the number of plants
involved is a relatively small proportion of total
production, and this pales in comparison to the

100%

170 MtCO, to be captured by 2030 as modelled
in the IEA NZE 2023 scenario. Step changes in
the emissions intensity reduction of cement is
required to get this particularly hard-to-abate
sector back on track to a 1.5°C-aligned
pathway.'83184

Other early-stage technologies include clean
hydrogen, direct electrification of kilns,the use

of captured CO, to produce aggregates and
magnesium cements that can potentially absorb
CO, rather than release it. However, all these
technologies are still at earlier stages of
commercial maturity and require extensive policy
support, R&D expenditure and pilot projects to
help de-risk.'


https://www.ifc.org/content/dam/ifc/doc/mgrt/ifc-strengthingsustainability-cement-web.pdf
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Third-party analysis of publicly available 1.5°C-aligned scenarios estimates that the cement sector will require $2 trillion in total capital investments
to transition to net zero by 2050. Nearly 80 per cent of this is projected for the Asia region, where cement production and demand is highest (see

Estimated capital expenditure requirements

chart below)."® Three quarters of investment this decade is expected to focus on energy efficiency and clinker substitution. Investment is
expected to increase dramatically after 2030 as the emphasis shifts to CCS.

Estimated capital expenditure requirements: Cement's®
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Our sector approach

Our portfolio

Over half of our on-balance sheet financed
emissions from this sector come from a small
number of customers, and a significant
proportion of our financed emissions come
from companies based in Europe and Latin
America, with the majority of the remainder
in Asia.'s®

Around half of our customers in the cement
sector have set targets to reduce emissions.
Those that have not are often in markets
where supportive regulations and market
incentives for the sector are not yet in place.

Targets

We have set a target to reduce the emissions
intensity of on-balance sheet financed
emissions for our cement portfolio to 0.46
tCO, per tonne of cement by 2030, which
represents a 28 per cent reduction versus the
2019 baseline. Our analysis includes scope 1
and 2 emissions for companies with clinker
and cement manufacturing facilities —
reflective of our materiality-based approach
given these activities account for more than
90 per cent of the emissions in the cement
value chain.

Our cement target is based on the IEA NZE
2021 scenario which is a global 1.5°C-aligned
pathway. As outlined in Our approach to
sector transitions on page 14, 1.5°C-aligned
scenarios are updated periodically to reflect
new data on progress in the real economy and
providing us the opportunity to periodically
revisit scenario selection and update our
sector targets. We note that in the updated
IEA NZE scenario released in 2023, the
cement emissions reduction by 2030 is
marginally smaller than in the 2021 release,
and we await the release of further updated
1.5°C-aligned scenarios.'89190

The cement sector is a particularly hard-to-abate
sector that requires substantial emissions
intensity reduction to get cement on track for
a 1.56°C-aligned pathway by 2030. Recognising
the sector’s high dependency on nascent
technologies and enabling policy, we may also
consider moving to a 2030 target range for
cement sector financed emissions in the future.
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Introduction Vision and strategic approach

Our action plan

El Supporting our customers

Engage our customers

We plan to engage our customers in the cement
sector to understand their transition plans, and
the technologies and solutions that best match
their business and capabilities.

Key areas of engagement may include emissions
disclosure and target setting, and plans to use
low-to-zero emissions alternative fuels, clinker-
substitutes and new technologies, including CCS,
to lower emissions.

Given cement is used in downstream sectors
like real estate and infrastructure, we recognise
the demand for low carbon cement needs to
increase across the value chain. We can play

a role in supporting this, for example through
engagement with our real-estate and our
construction customers.

Provide transition solutions

As we engage with our customers, we aim

to understand and look for commercial
opportunities to support their decarbonisation
efforts such as those for energy efficiency
measures and the adoption of low-carbon fuels
and clinker substitutes.

We also expect to consider opportunities to
support nascent technologies and early and
growth stage pioneers in areas such as CCS,
clean hydrogen, and alternative cement
chemistries, through a range of propositions
tailored to early and growth stage companies.

E Embedding net zero into the way

we operate
Manage our portfolio
We aim to actively manage our portfolio to
achieve our 2030 financed emissions target for
the cement sector, taking into account the
actions our customers are taking to achieve
emissions reductions. Our cement portfolio is
relatively concentrated in customer numbers, and
even where customers have set science-based
targets, given the heavy reliance on nascent
technologies there is still a risk of pledges not
turning into the necessary emissions reductions
if technologies do not scale in time. It will be
important, therefore, to regularly review progress
on technology scaling across the industry over
the years ahead to 2030.
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Partnering for systemic change

Partner for systemic change

Cement is produced for local markets, and local
policy and regulation plays an important role in
incentivising cement producers to decarbonise.
The EU Taxonomy for Sustainable Activities
requires cement companies to report how much
of their production is aligned with minimum
performance thresholds.’' Other examples of
supportive policy-measures include construction
regulations, low-carbon concrete stock-taking,

Additional information
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and public procurement to include CO, lifecycle
performance to drive adoption of low-carbon
cements and concrete.

We aim to continue working with partners,
industry forums, and policymakers to help
support the development and adoption of
transition solutions for cement and concrete.
Key partners in these efforts include the Mission
Possible Platform and the Energy Transitions
Commission.
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Heavy Industry — Chemicals

Sector transition overview

Pathways to net zero

Chemicals have a wide range of applications
across automotive, agriculture, healthcare,
electronics, and consumer goods. This makes
them essential for use in low carbon technologies,
for example in lightweight materials used in wind
turbine blades and electric vehicles or sorbents
used in CCS.'? Approximately 95 per cent of
manufactured products rely on chemicals,
notably plastics and fertilisers.'®® Demand for
chemical products is expected to grow in a
low-carbon future, making decarbonisation of
the sector critical (see chart to the right).

The chemicals sector accounts for around

10 per cent of global greenhouse gas emissions.
Scope 3 emissions account for the greatest share
of the sector’s value chain because they include
emissions from exploration and production of
fossil fuels used as chemical feedstocks and
from the incineration of waste plastics and use
of fertilisers (see chart to the right).

Chemicals is a hard-to-abate sector. Currently,
chemicals are produced almost entirely with
fossil fuel feedstocks, accounting for 14 per cent
of oil and 8 per cent of gas demand globally.
Reducing emissions in the chemicals sector can
be achieved through recycling, electro-cracking,
using carbon capture and storage technology,
and switching to alternative feedstocks.'*

Circular economy

Significantly reducing the production of
single-use materials — such as plastics, rubbers,
solvents, batteries, and lubricants — and scaling

up recycling to close material loops will be critical
to decarbonising the chemicals sector. Recycling
is less energy and emissions-intensive than
production of virgin primary high-value chemicals
(HVC) and it reduces emissions from end-of-life
outcomes such as incineration. Most recycling
today is mechanical; however, chemical recycling
has the potential to vastly increase the streams
of waste materials which can be recycled.'%

Switch to clean energy

Conversion of hydrocarbons to high value
primary chemicals is typically done via steam-
cracking — a high temperature process that
traditionally relies on fossil fuels. Emissions can
be reduced by replacing fossil fuels with clean
hydrogen or by using electrically heated crackers,
although this technology is still early stage.’®

Carbon capture

Around a third of emissions from chemicals
arise from chemical reactions inherent in the
production process. In many cases, these
emissions cannot be addressed through
switching fuels or feedstocks, which makes CCS
a possible solution. CCS is particularly suited to
the chemicals industry because waste CO,
streams can be highly pure, reducing the cost

of capture. The captured carbon dioxide can also
be reused in the manufacturing of synthetic
feedstock, reducing overall emissions. 9719199

Alternative feedstocks
Fully decarbonising the chemicals value chain
will ultimately require a move away from fossil

Additional information
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Chemicals sector GHG emissions
% split by scope 1, 2 and 3
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Source: Analysis deduced from Bauer et al (2023) Mapping
GHG emissions and prospects for renewable energy in the
chemical industry’, Teske et al (2022), 1.5°C pathways for the
Global Industry Classification (GICS) sectors chemicals,
aluminium, and steel and AT Kearney (2022) How chemical
companies can reduce scope 3 emissions now

fuel feedstocks. In the short term, sustainably
sourced bio-based feedstocks such as
agricultural residues, algae, and waste vegetable
oils can be viable substitutes,?® although there
will be competition from other sectors for limited
sustainable bioresources. In the longer term, the
sector may look to synthetic feedstocks such as
clean hydrogen and captured carbon dioxide.
Green ammonia, converted from green
hydrogen, can serve as an important substitute
for fossil-based ammonia.?!

Technology feasibility and timelines

It is estimated that a reduction in CO, emissions
intensity of around 14 per cent is needed by
2030 from 2022 levels for the chemicals industry
to stay on track for 1.5°C. Currently near-zero
emissions primary chemicals production
represents only 2 per cent of total global
production, and hence step changes in the
emissions intensity of chemical production are
required to get this particularly hard-to-abate
sector back on track to the 17 per cent required
by 2030 in the IEA NZE 2023 pathway.202203
Some of the solutions which can deliver this are
commercially and technically available now yet

HSBC Holdings plc Net Zero Transition Plan

need stricter regulatory support and clearer
demand signals from downstream users in order
to boost adoption.

Plastics recycling needs to increase from
around 5 per cent in 2021 to 10 per cent in 2030.
Government mandates are needed to reduce
production of single-use varieties, incentivise
collection and processing, and reduce end-of-
life incineration.?®* For fuel changing in the
cracker, switching from coal to gas or co-firing
with bioenergy will require coal phase-down
targets and bioenergy blend mandates.

Similarly, clearer policies are needed to
incentivise switching to alternative feedstocks
such as bio-naphtha and bio-ethanol.%®

In the long run, the technologies required to fully
decarbonise petrochemicals are currently early
stage and will require significant policy support
now to scale up and lower costs. Existing steam
crackers need to be retrofitted with CCS,%¢ or
replaced with new electro-cracking, and seek

to replace grey hydrogen with clean hydrogen

in ammonia production.?%’
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Estimated capital expenditure requirements

Third-party analysis of publicly available 1.5°C-aligned scenarios estimates that nearly $0.5 trillion in new investment will be needed by 2030 for
the chemicals sector to get on track for net zero by 2050 (see chart below). Between 2030 and 2050 that figure could be as high as $2 trillion.
Asia will likely attract the largest share, followed by North America and Europe.?"

Across regions, the split of investments into various decarbonisation technologies is likely to be relatively even. Investment is expected to ramp up
further after 2030 with an increased focus on CCS, electro-cracking, and hydrogen.?’?

Estimated capital expenditure requirements: Chemicals®®

Regions : M Asia Pacific M Europe M Latin America

Technologies: B CCS M Conventional Bioenergy

I Middle East and North Africa

B Electrification

2022-2030 2031-2050

($tn) ($tn)

SO ||| EIE I
] | || B oo, | O | -

¥ North America

B Energy Efficiency M Hydrogen

B Innovative Production Routes

Our sector approach

Our portfolio

Many of our clients in the chemicals sector
have diverse businesses and activities that
may span other sectors. A significant
proportion of our on-balance sheet financing
to the chemicals sector is in Asia, with the

rest primarily in Europe and North America.?%®

Across these regions, regulators require
chemical companies to disclose information
on the properties and impacts of their
products to varying degrees. The EU and
Canada have already introduced binding
decarbonisation targets for chemicals
companies.?®® In 2021, China announced
that the chemicals sector will be covered

by mandatory emissions reporting and a
national carbon trading scheme by 2025.%'°

Our action plan

[El Supporting our customers

Engage our customers

We aim to engage with our customers to
understand and help support their plans to
reduce emissions, including through the
adoption of low-carbon energy sources (e.g.
clean hydrogen, renewables and sustainable
biomass), energy efficiency measures, carbon
capture technologies, and materials innovation
or circularity solutions.

Provide transition solutions

We aim to provide financing solutions to help
support our customers in the chemicals value
chain, including chemical companies and
recycling companies involved in the collection
and processing of waste plastics.

HSBC Holdings plc Net Zero Transition Plan

O

2l .

As part of our broader efforts to support the
scaling of new economy pioneer companies,
we expect to consider early-stage financing
for start-ups presenting innovative solutions
for the chemicals sector, alongside providing
advisory services to assist customers pursuing
strategic acquisitions of new technologies

and businesses.

El Embedding net zero into the way

we operate
Manage our portfolio
As with other sectors, we expect the transition
of the chemicals sector to provide various
opportunities to support our customers with
business model innovation. We aim to look
at how we can increase our focus on these
opportunities.

Targets

The chemicals sector is not currently

in scope for financed emissions targets
as defined by the NZBA. However,
transitioning the chemicals sector will be
important to reaching a net zero global
economy, and we aim to support our
customers in their plans to reduce
emissions, including opportunities from
circular economy solutions to fuel
switching, and investment in
decarbonisation technologies.

Partnering for systemic change

We continue to engage on the development

of a supportive enabling environment for the
transition of hard-to-abate industries, including
chemicals. This could include contributing to
industry engagement and partnerships that help
support circular solutions and recycling.
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Heavy Industry — [ron, steel and aluminium

Sector transition overview

Pathways to net zero

Energy use and industrial process emissions
from the production of iron and steel, and
aluminium, contribute 4-7 per cent and 1-2 per
cent of global greenhouse gas emissions,
respectively.?"* See breakdown of value chain
emissions for each industry in the charts below.

These metals are essential for building

the infrastructure supporting low-carbon
technologies such as wind, solar photovoltaic,
EVs, and power grids. Scenarios consistent with
a 1.56°C-aligned trajectory suggest demand may
increase over the next three decades by up to
13-24 per cent for steel and 23-29 per cent for
aluminium.?®

There are two main processes for making
steel today. Blast furnace-basic oxygen furnace
(BF-BOF), 70 per cent of global steel production,

Steel & Iron value chain
Emissions sources (%)

Upstream

Mining of
raw materials

S5

©=0©

A

Extracting and processing
of iron ore and coal

Refining processes

Refining the raw materials
into coke, iron and steel

is an integrated process of iron smelted in a
coal-fired blast furnace and refined into steel
in a basic oxygen furnace. Direct reduced iron
to electric arc furnace (DRI-EAF), 8 per cent of
primary steel production, directly reduces iron
ore using either coal or natural gas and feeds
it into an electric arc furnace.?’® The refining
process makes up 70 per cent of steel value
chain emissions (see steel & iron value chain
chart below).

As shown in the aluminium value chain chart
below, around three-quarters of aluminium
emissions come from energy-intensive smelting
that converts alumina to metal using electrolysis,
and further emissions coming from the “Bayer
Process” of bauxite ore refinement using gas

or coal for heat.

Midstream

Manufacturing

The process of fabrication and
manufacturing of the end product

Both steel and aluminium can be recycled
extensively, resulting in significantly lower
energy intensity of production. Increasing the
use of recycled iron and steel scrap in both blast
furnaces and electric arc furnaces, is one of the
fastest ways to reduce emissions in the steel
industry. However, since scrap inventory will

be insufficient to cover total demand going
forward, other decarbonisation levers will be
needed to achieve emissions reduction goals.
These include upgrading the quality of iron ore
feedstock, retrofitting existing BF-BOF facilities
with CCS, replacing coke with alternative
reducing agents in the BF like hydrogen and
biochar, using clean hydrogen instead of natural
gas in direct reduced iron (DRI), electrifying
where possible, and scaling pre-commercial
technologies such as molten oxide
electrolysis.?”

Downstream

Distribution and use
of steel products

ik

Transport, processing, and assembly
of steel products for use, e.g., buildings,
infrastructure

Note: These are illustrative for the sector, as emissions from each source can vary depending on a wide range of factors.

100%

Source: Analysis deduced from The World Steel Association (2017) Steel’s Contribution to a Low Carbon Future, IEA (2020) Energy Technology Perspectives.

Aluminium value chain
Emissions sources (%)

Upstream

Mining of
raw materials

<5

©=0©

A

Extracting bauxite, the primary source
of aluminium

Refining

Refining the raw materials into alumina

Midstream

]
@\ Smeltini
g

Smelting process converts alumina
into aluminium, involving electrolysis

Downstream

Distribution and use
of aluminium products

Transport, processing, and assembly
of aluminium products for use

Note: These are illustrative for the sector, as emissions from each source can vary depending on a wide range of factors.

Source: Analysis deduced from International Aluminium (2023) Greenhouse Gas Emissions — Aluminium Sector.
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https://www.steel.org.au/getattachment/48e75f3b-e33c-43e3-b3e8-b07b330293ae/Position_paper_climate_2017.pdf
https://www.iea.org/reports/energy-technology-perspectives-2020
https://international-aluminium.org/statistics/greenhouse-gas-emissions-aluminium-sector/
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Aluminium is already recycled widely, loss. Given the dominance of electricity the Bayer Process, deploying CCS technology to
but increasing the use of scrap in production in aluminium smelting, shifting to low-carbon conventional processes, and using inert anodes
is also one of the most effective ways to reduce  electricity sources is another key route to lower in electrolytic cells instead of carbon anodes.??®
emissions in the sector, given the metal can be emissions. Further levers include adopting clean

re-melted and cast indefinitely with zero quality hydrogen or sustainable bioenergy for heat in

Technology feasibility and timelines

Meeting 1.5°C-aligned 2030 targets for iron,
steel, and aluminium will be technologically
challenging as this is a particularly hard-to-abate
sector. Key approaches to get on track with a
net zero-aligned trajectory by 2030 include
increased recycling, with secondary production
expected to reach 33-43 per cent by 2030, as
well as transitioning to zero-emissions electricity
to power electric arc furnaces. Long-term
decarbonisation relies on step changes in
early-stage technologies like CCS and clean
hydrogen, and further nascent approaches like
inert anodes and molten oxide electrolysis. At
present only a handful of green steel and
aluminium facilities exist, and many more will
be needed. CCS in this sector has made little
progress, but announced hydrogen DRI
production projects have increased significantly
between 2021-23.2'82'% Government incentives,
including direct financial support, production
standards, and carbon pricing will be essential,
as will clear measures to increase demand such
as public procurement mandates and
commitments from buyers.??

Estimated capital expenditure requirements

Third-party analysis of publicly available 1.5°C-aligned scenarios estimates that decarbonising steel and aluminium will require $0.9 trillion of new
investment by 2030 and a further $4 trillion by 2050. Further details are shown below. Investments will mostly need to focus on energy efficiency
and advanced production processes, clean electrification, bioenergy, and CCS, and be concentrated in Asia, given existing and anticipated
production hubs.??!

Estimated capital expenditure requirements: Steel and aluminium???

2022-2030 2031-2050
($tn) ($tn)

By region IIlI 0.9 By region
oo [N o> oo N O I

Regions : M Asia Pacific M Europe M Latin America M Middle East and North Africa B North America

Technologies : M CCS I Conventional Bioenergy M Electrification M Energy Efficiency M Hydrogen B Innovative Production Routes B Clean Aluminium

Clean steel
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Our sector approach

Our portfolio

The majority of our on-balance sheet
financed emissions for these sectors come
from a concentrated group of customers.
A large number of these customers are
based in OECD or EU countries, followed
by Asia.??’

Our action plan

n Supporting our customers

Engage our customers

We aim to engage with our most material
customers on their net zero targets and
transition plans. Examples of engagement areas
could include plans to reduce metallurgical coal
use, to harness carbon abatement technologies,
to improve re-use and recycling, and to lower
emissions from high-temperature heat
processes.

Provide transition solutions

As we engage with our customers, we aim
to understand and look for commercial
opportunities to support their plans to reduce
emissions. This includes supporting them in
scaling investment into nascent technologies,
such as clean hydrogen and CCS, and with
related strategic acquisitions. We expect to
look for opportunities to support early-stage
companies developing new technology
solutions for this sector.

E Embedding net zero into the way

we operate
Manage our portfolio
We aim to actively manage our portfolio to
achieve our 2030 financed emissions target for
our iron, steel and aluminium portfolio, taking
into account the actions our customers are
taking to achieve emissions reductions.

HSBC Holdings plc Net Zero Transition Plan

Targets

We have set a target to reduce the emissions
intensity of our iron, steel, and aluminium
portfolio to 1.05 tCO, per tonne of metal
produced by 2030, which represents a 42 per
cent reduction versus the 2019 baseline. This
analysis includes scope 1 and 2 emissions for
midstream material production. Due to the
low materiality of the aluminium sector’s
financed emissions within our portfolio, we
have combined this with iron and steel in our
financed emissions measurement and target
setting approach today. If aluminium
becomes a more material part of our portfolio
in the future, we may consider creating a
separate target for aluminium production
given the varied decarbonisation pathway

for this metal.

Our iron, steel and aluminium target is based
on the IEA NZE 2021 scenario which is a
global 1.5°C-aligned pathway. Due to the
challenges of decarbonising this hard-to-
abate sector, on publication of our target we
outlined the alternative reference scenario
from the Mission Possible Partnership (MPP).

Although the MPP scenario is also
1.5°C-aligned, it models a delayed
decarbonisation pathway for the sector that
indicates a 21 per cent reduction to 2030
with steeper declines thereafter.?*
Recognising the sector’s high dependency
on nascent technologies and enabling policy,
we may consider moving to a 2030 target
range for the sector’s financed emissions in
the future.

As outlined in Our approach to sector
transitions on page 14, we plan to update our
targets following the periodic release of new
1.5°C-aligned scenarios to ensure they reflect
the most up-to-date science and real
economy developments. For example, we
note that in the updated IEA NZE scenario
released in 2023, the iron and steel sector
emissions intensity reduction is lower by
2030 than in the 2021 release as a result of
slower deployment of alternative lower
carbon technologies, with more
decarbonisation pushed into the 2030
period.225:226

As we move towards 2030, alongside standard
risk return parameters, we expect to manage
our portfolio taking into consideration our
customers’ transition plans and financed
emissions implications.

E] Partnering for systemic change

Our network of cross-sector relationships
positions us well to connect key stakeholders
to encourage decarbonisation activity and
boost recycling and secondary production.
For example, we can look at how we might

engage customers and governments to
decarbonise industrial clusters and participate
in projects like the UK CCS Infrastructure
Fund, which provides opportunities to

reduce risks and build capabilities to support
market development. Our partnership with
Breakthrough Energy Catalyst also has a key
focus on financing first or second-of-a-kind
demonstration projects for clean hydrogen
and carbon removal technologies.
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Heavy industry — MIining

Sector transition overview

Pathways to net zero

When discussing the mining sector, we refer
mostly to coal, bulk ores including iron, bauxite,
and limestone, and critical energy transition
minerals including copper, nickel, lithium, and
cobalt.??8

Operating emissions from mining contribute
4-7 per cent of global greenhouse gas
emissions. The majority of this is from fugitive
emissions of coal mining, which represents

3-6 per cent of global emissions.??® Refining and
smelting are the most energy intensive, and
therefore carbon-intensive, part of the mining
value chain (see chart below). For integrated
producers, these activities may fall under scope
1 and 2 emissions, while for pure upstream
mines, they are considered scope 3. Using an
integrated copper mine as an example (see chart
below), refining contributes the majority of total
operational emissions, with onsite haulage,
excavation equipment, and concentrator and
sorting equipment (fuelled by fossil fuels or
fossil-powered electricity) being the next
significant sources. Shipping and transport of
mined materials also contribute significantly

to emissions.?®

More significant is the 28 per cent of global
greenhouse gas emissions that come from use
of products from the mining sector (not depicted
in the value chain chart below), through
activities such as coal combustion in power
generation and metallurgical coal use in
aluminium and steel production.

Mining value chain
Emissions sources (%), example of copper mining

Upstream

% Mining

Operation activities at mining sites,
including exploration and excavation

Concentration

Production of imported concentrates

Decarbonisation strategies for mining sub-
sectors will vary, but key levers include shifting
away from coal production, asset electrification,
deploying clean energy for mining operations,
and enhancing energy efficiency while finding
novel ways to beneficiate and upgrade product,
and also addressing fugitive emissions (where
relevant).?.232

For some mining companies, pivoting away
from coal, and focusing on extracting raw
materials needed for decarbonisation
technologies will be crucial, particularly as both
thermal and metallurgical coal use declines on
the path to net zero (see Energy supply on
page 21).2%

Investment in metals and critical minerals supply
is essential to achieve net zero. Demand for
metals and critical minerals, such as lithium,
copper, and cobalt, will grow exponentially over
the coming decades with growth of low-carbon
technologies, including renewable
electrification, battery storage, hydrogen
production, and carbon capture.?

For mining operations, key decarbonisation
levers include switching to clean electricity,
deploying on-site renewables, and electrifying
on-site mobility. Improving energy efficiency
of refining processes and addressing fugitive
emissions (e.g. from coal) are also important
factors in the decarbonisation process.?*®

Downstream

Midstream

e -
Refining

Distribution
and end of life

Smelting and refining
stages of production

Transport of copper goods and
end-of-life treatment of products

I Y I e

100%

Note: These are illustrative for the sector, as emissions from each source can vary depending on a wide range of factors.
Source: Analysis deduced from Copper Alliance (2023) The Pathway to Net Zero.
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https://copperalliance.org/wp-content/uploads/2023/03/Copper-The-Pathway-to-Net-Zero-EU-Focus-Policymaker-Summary-final.pdf
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Technology feasibility and timelines

Achieving near-term 1.5°C-aligned 2030 targets
in the mining sector involves accelerating
existing technologies like electric vehicles,
battery and hydrogen-powered trucks, and
on-site renewables. Battery-powered trucks
could reach total cost of ownership (TCO)
cost-parity with diesel vehicles in the next five
years and major mining companies already have
plans to pilot the technology.?*® Renewable
energy and storage systems replacing diesel
generators can also reduce cost and emissions
for onsite stationary energy use.

However, substantial reductions in unabated
coal-fired power and addressing coal use in
heavy industry will be required to get the sector

on track for 1.5°C from a Scope 3 perspective.
To meet longer-term targets, coal miners need
to diversify towards critical metals and minerals

for the energy transition. The mining and refining

of these critical minerals will also need to be
made more sustainable while reducing
emissions, with support from policy and
regulation.?%

In terms of critical minerals required for the
transition, the IEA report that despite recent
significant increases in output, the currently
announced critical mineral mining projects fall
short of what is required to meet the large
demand required for clean technologies in an
IEA NZE 2023 scenario.?®

Additional information

Estimated capital expenditure

The IEA estimates between $360 billion and
$450 billion of investment in mining of critical
minerals will be needed by 2030, with over
60 per cent of the capital requirements
dedicated to copper for renewables, grid
expansion, and other innovative technologies.
Nickel accounts for around 33 per cent of the
capital requirements, while cobalt and lithium
combined represent around 5 per cent.
Further capital will be needed to decarbonise
mining operations, and phase down coal as
part of a just transition. Investment is required
globally, reflecting the location of relevant
ores, with emerging markets across Asia,
Africa and the Americas playing key roles.?*

£
$360-
$450bn

in mineral investments will
be needed by 2030

requirements

Anticipated investment in mining of critical minerals by region/country and that is required

to meet mineral demand over 2022-2030

Anticipated investment
$180-220 billion

row ' 10%
CSA I 21%
Africa .— 10%
Europe l 13%
North America -— 6%
Other Asia Pacific I 36%
China - 2%

Required investment
$360-450 billion

1%
| 0%
16%

“'jﬂ

A

2%

36%

B Copper announced M Nickel announced
B Copper gap B Nickel gap
B Lithium announced M Cobalt announced
B Lithium gap B Cobalt gap

Source: IEA analysis based on company feasibility studies; Bartholomeusz (2022); S&P Capital (2022); USGS (2022); S&P
Global (2022c); S&P Global (2022d); S&P Global (2022¢); European Commission (2020); Eurometaux (2022); Jervois (2020).
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Our sector approach

Our portfolio

Our mining customers include diversified
majors and mid-tier companies from across
HSBC'’s markets. They include companies

that specialise in energy transition metals
such as lithium and copper or precious metals,
to diversified miners including those with or
without coal assets.

HSBC Holdings plc Net Zero Transition Plan

The portfolio is regionally diverse and includes
a number of emerging economies that today
are heavily reliant on thermal coal-fired power
production infrastructure as they transition to
a cleaner power mix.

Australia and Indonesia are the two largest
coal exporters globally, with exports going
mostly to other Asian countries.?*

Our footprint necessitates a region-wide
approach to the transition from coal to clean
energy. Critical minerals expansion
opportunities are also distributed across
various regions, including Australasia, Africa,
the Americas, and Europe, where we are
working with our clients to build capacity to
support the supply of critical energy transition
raw materials in a sustainable manner.


https://iea.blob.core.windows.net/assets/a86b480e-2b03-4e25-bae1-da1395e0b620/EnergyTechnologyPerspectives2023.pdf
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Targets

The majority of our mining sector financed
emissions relate to scope 3 emissions
associated with coal mining. We have set a
target to reduce absolute on-balance sheet
financed emissions from our thermal coal
mining portfolio by 70 per cent to 2030.

The financed emissions target covers

scope 1, 2, and 3 emissions from the sector
and is aligned to the IEA NZE 2021 scenario.
When calculating our financed emissions
from thermal coal mining, we have focused
on thermal coal extraction and processing
companies, and diversified mining companies.
We aim to measure and focus on our

customers with the most material thermal-coal
related emissions in order to help drive a
meaningful impact in the real economy.

We have set a thermal coal financing target to
reduce our drawn balance exposure by at least
25 per cent by 2025 and 50 per cent by 2030
and will phase out all financing of thermal coal
mining by 2030 in the EU and OECD, and
2040 in the rest of the world. In 2022 we
announced no new financing for clients for the
specific purposes of new metallurgical coal
mines. For further details see our thermal coal
phase-out policy.?*!

For other types of mining, including for our
diversified mining customers, we have not yet
begun measuring our financed emissions or
set a financed emissions target. As outlined in
Our approach to sector transitions, we expect
to continue to consider a range of approaches
that help to support the transition of our
customers and will look to revisit our approach
to financed emissions measurement and
target-setting as NZBA and ISSB disclosure
requirements evolve.

Our action plan

[El Supporting our customers

Engage our customers

We expect to engage with our mining
customers on their transition, for example,
consideration of plans to phase down coal
mining production, scale up capacity in critical
transition minerals, and reduce emissions from
operational activities. Our thermal coal
phase-out policy further outlines how we aim
to engage with customers with thermal coal
mining assets on their transition plans, as well
as the conditions under which we would not
provide new financing or advisory services.

Provide transition solutions

We aim to identify commercial opportunities

to support customers expanding the production
of critical transition minerals. Additionally, we
aim to provide finance to support emissions
reductions from extraction and processing in
our customers’ own operations and to identify
opportunities to coordinate with other players

in the value chain. As part of developing some
of the tools and pipelines we need for success,
we bring together an internal group of
multidisciplinary experts to discuss key
technology solutions, such as batteries and
energy storage, to help identify strategic growth
areas for the net zero transition that match our
strengths and key markets.

H Embedding net zero into the way

we operate
Manage our portfolio
We have published our thermal coal phase-out
policy setting out our approach to phase out
financing of thermal coal mining. This includes a
commitment by HSBC not to provide new
finance, or new advisory services, for the specific
purposes of new thermal coal mines, new
metallurgical coal mines, new captive thermal
coal mines, or thermal coal expansion. \We aim to
engage with our mining customers to understand
and help support their plans to produce the
minerals and metals crucial for transition
technologies and infrastructure.

HSBC Holdings plc Net Zero Transition Plan

Partnering for systemic change

As we seek to transition away from thermal coal,
we will need to consider environmental goals
alongside social and economic development
needs in the markets we serve. This means
helping to support communities affected by

the transition through helping to unlock new
economic and employment opportunities.

We expect to continue to collaborate with
policymakers and participate in public-private
partnerships such as the Just Energy Transition
Partnerships (JETPs), which aim to finance a
faster transition away from coal while
redeploying capital to accelerate the roll-out

of renewable energy infrastructure.
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Sector transitions

Implementation plan

Sector transition overview

Pathways to net zero

Energy use in buildings accounted for an
estimated 18 per cent of global greenhouse
gas emissions in 2020.2*> Operational energy
use in buildings, including space and water
heating and cooling, cooking and electricity for
appliances, represents around three quarters
of real estate value-chain emissions (see chart
below).

Switching from gas and oil to heat pumps or
direct electricity is key to reducing emissions
from buildings. Retrofitting to improve energy
efficiency of old building stock through better
insulation, low-energy appliances, efficient
cooling, and technologies that can help optimise
energy use, such as smart thermostats, are also
important. District heating is also likely to play
an expanded role.?*®

To help decarbonise electricity use, building
owners or operators can sign power purchase
agreements (PPAs) for renewable electricity
from the grid. This can be complemented with
on-site generation and storage of renewable
electricity through rooftop solar and batteries
and thermal storage. Aggregated loads from EV
charging, electric heating and cooling, and other
smart devices can be aggregated to provide
demand-side response and grid services.?*
Alongside these technologies, emerging
business models such as Energy as a Service
(EaaS) are also going to be important to optimise
energy use and minimise cost volatility for
consumers.

Real estate value chain
Emissions sources (%)

Upstream

Building materials

Sourcing and preparation of raw
materials, such as cement production

i E Construction

Construction activities onsite, such as
transport of goods and use of power
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Embodied emissions from materials,
construction, renovation, and end of life of
buildings account for the remainder of real
estate value chain emissions. Materials
manufacturing is the largest source, particularly
cement and steel which account for two-thirds
of embodied emissions. To tackle these in new

()

& water use

lighting, appliances, etc.

Operational energy

Energy use of space and water heating,

construction, builders can use green concrete
and green steel as well as sustainable wood,
and recycled products. More efficient
construction methods, materials transportation,
demolition practices, and increasing the
renovation and repurposing of existing building
stock can also reduce emissions.?*

Downstream

End-of-life

Use of machinery during demolition

Note: These are illustrative for the sector, as emissions from each source can vary depending on a wide range of factors.
Source: Analysis deduced from GlobalABC (2019) 2019 Global Status Report for Buildings and Construction, WorldGBC (2019) Bringing Embodied Carbon Upfront.
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Technology feasibility and timelines

Technologies necessary to enable a
1.5°C-aligned pathway for the real estate sector
—including energy efficiency, heat pumps, smart
energy management systems, and efficient
cooling and lighting technologies — are available
and in many markets technologically mature,
but require stronger regulatory measures to
ensure adoption. Heat pumps are already widely
deployed in many markets and used extensively
for air conditioning in warmer climates. Sales are
growing at around 11 per cent year on year
worldwide and Europe is already tracking ahead
of what's required under an IEA NZE 2023
scenario, having installed almost 3 million in
2022.247248 However, deployment worldwide
needs to accelerate urgently to around 18 million
per year on average to get on track for net zero
this decade.?®

To accelerate emissions reduction in buildings,
new approaches are needed to reduce upfront
costs, simplify consumer propositions, and
develop supply chains. The role of government
is particularly important for residential real estate
where millions of individual homeowners are
decision-makers, and where social and equity
considerations are paramount.

Government support is critical to enabling the
residential building stock to decarbonise in line
with a net zero by 2050 trajectory. Examples of
actions required include comparable energy
performance ratings, net zero-aligned building
standards, phase-out dates for fossil fuel heating
systems, public procurement of green materials,
and significantly strengthened financial and
regulatory incentives for retrofitting.?°

Additional information
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In the longer term, the real estate sector will need
to tackle the embodied emissions in building
materials. This will require decarbonisation of
the steel, cement, glass, ceramics and plastics
supply chain, as well as development and
scaling of new sustainable materials. The key
challenges in these areas are discussed in the
relevant sector chapters.

Third-party analysis of publicly available
1.5°C-aligned scenarios estimates that
decarbonising residential and commercial real
estate will require $29 trillion from now to
2050. Of this, $10 trillion needs to be invested
before 2030 (see chart below).?'

2022-2030

($tn)

- L
By technology -.Il 10

Regions : M Asia Pacific M Europe M Latin America

Technologies : M Retrofits M District heating

B Middle East and North Africa

M Heat pumps

Estimated capital expenditure requirements

Major areas for investment are district heating
and heat pumps. These technologies may
require about $27 trillion to be applied across
both residential and commercial real estate
through 2050. The public sector may need to
play a major role in investment, especially in

Estimated capital expenditure requirements: Real estate’®

2031-2050
($tn)

By region

By technology

B North America

M Green appliances M Thermal heating

e
I - -

B Biomass boiler

district heating which requires new
infrastructure. Retrofits will require about
$8 trillion in capital expenditures investment.252

M Hydrogen heating

Our sector approach

Our portfolio

Real estate accounts for over 80 per cent of
lending to our personal customers, and 20 per
cent of lending to wholesale customers.?*
Our residential real estate exposure is
composed primarily of mortgages issued to

personal customers in the UK and Hong Kong.

Our commercial real estate lending portfolio is
more concentrated in terms of customer
numbers and is similarly geographically

HSBC Holdings plc Net Zero Transition Plan

dispersed though weighted primarily
towards Hong Kong, with the UK also being
a key market.

Different regional building stocks, ownership
models, and fiscal and regulatory contexts
mean we may need to adapt our real
estate-oriented solutions so that we can help
support real emission reductions in different

geographies, particularly in the markets
where we have the largest role. In advanced
economies, a key challenge will be supporting
the financing of net zero-aligned retrofits. In
emerging economies, net zero-aligned
construction and real estate development

will play a more significant role, given the
substantial growth in infrastructure expected
in many of these markets.
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Targets

We are in the process of data collection,
evaluation and analysis to inform calculations
of our commercial and residential real estate
financed emissions. We intend to take a
top-down approach driven by materiality,
initially focusing on the largest markets in our
financing portfolio, recognising industry-wide
data quality issues. Due to limitations in asset
level data for real estate, financed emissions are
often based on proxies in lieu of more precise
measures such as meter readings or actual
energy consumption data. We plan to continue
applying the PCAF Standard to develop proxy
calculations and will indicate a data quality
score consistent with the PCAF quality
hierarchy. We intend to build portfolio coverage
as data availability and quality improve.

Decarbonisation in the real estate sector is
highly dependent on government and
regulatory action (e.g. planning and building

regulations, retrofit programmes, embodied
carbon requirements) as well as overall energy
grid decarbonisation. This limits the role a bank
can directly play to materially influence emission
reductions. As such we intend to look at a more
holistic approach to measuring our progress in
supporting the decarbonisation of real estate.

For residential real estate, where our
customers are consumers not corporates,
our approach needs to consider financial
inclusivity and our ability to provide customers
with access to suitable mortgages in addition
to decarbonisation aims. We expect to
measure and report our residential real estate
financed emissions in future disclosures. We
continue to consider our approach to setting
an appropriate target to measure our
contribution to helping the sector transition.

For commercial real estate, we will plan to
continue to work towards outlining a baseline
and a net zero-aligned 2030 financed emissions
ambition or ambition range, starting with our
major markets. Given that decarbonisation of
the local electricity grid is a key determinant of
real estate decarbonisation, it will be important
to monitor 1.5°C-aligned scenarios that
emerge with regional disaggregation to help
better reflect trajectories relevant to our
business context.

As data continues to improve, we expect to
consider widening our financed emissions
measurement coverage, where possible, and
to review our approach periodically in line with
evolving data, methodologies, scenarios and
progress in the real economy.

Our action plan

[El Supporting our customers

Engage our customers

We plan to use a combination of approaches
to help achieve emissions reduction in the real

2. Support decarbonisation of energy supply

with a focus on clean electrification of
building heating and cooling, and scaling the
use of buildings as an energy generation and

energy efficient properties’ construction,
preferential green mortgages to their buyers
(currently available in eight markets) and
financing solutions to improve existing lower

economy and to help transition our portfolio of
real estate exposures to net zero.

storage asset. energy efficiency properties.

Partnering for systemic change

Our ability to help our real estate clients’ net zero
transition is heavily dependent on regulatory and
legislative action in our markets.

3. Encourage smarter building construction and
renovation through material use reduction,
the use of lower-carbon materials and
resilience measures.

For our personal customers, we plan to engage
homeowners with insights on energy efficiency
improvements. We have identified various
points where we can play an enabling role

for customers planning to make improvements.
Currently our sustainability hubs, which are live
in 12 markets, build awareness of energy
efficiency solutions.

For residential customers, we continue to
develop lending products to help strengthen
homeowner incentives for retrofitting and
upgrading the energy efficiency of homes,
generating renewable energy, and deploying
charging infrastructure for electric vehicles
(see Supporting our customers on page 52).

We aim to engage with governments in key
jurisdictions to advocate for strengthened
incentives for decarbonising real estate,
including by advocating for regulation and
policies that incentivise lower whole life carbon
in buildings, broadening the current focus from
operational carbon. By bringing a perspective
that covers both commercial and residential real
estate, and which can enable learning from
experience in different geographies, we believe
we can add value to policy and regulatory
development in our key markets.

For our commercial customers, we want to
understand and support their approach to
decarbonisation. Engagement led approaches
that consider whole life carbon (embodied and
operational) for real estate will be important. For
example, engaging with corporate clients who
provide building materials (e.g. cement, steel), or
engaging real estate developers that construct,
contract or manage properties on low carbon
procurement requirements, and design
circularity and optimisation.

For our commercial customers, we aim to deploy
finance to support decarbonising the building
stock. This could include, for example, project
finance for building retrofits or sustainability-
linked facilities with KPlIs related to reducing
energy usage and greenhouse gas emissions. We also aim to support change across the
buildings value chain. For example, by looking
beyond operational emissions to embodied
emissions. This could include supporting
businesses focused on key solutions such as
innovative low carbon construction materials and
processes (e.g. zero carbon cement, modular
construction methods, and 3D printing).

We are taking action to help support businesses
of all sizes, including, for example, small
businesses through our Green SME Fund in the
UK. Among other things, the fund can help
finance the retrofit of commercial properties to
meet sustainability standards. We have also
joined a pilot with CFP Green Buildings to
develop our HSBC Green Buildings Tool, which
will allow customers to assess energy efficiency
based on details about their properties.

Engagement on climate resilience to help
manage the physical risks of climate impacts
will also be important — including implications
on loss and damage, business interruption,
future insurability, and asset value.

For residential real estate, mortgage lenders will
need to work with governments and regulators
to ensure decarbonisation aims are considered
alongside the need to provide access to suitable
mortgages for customers. Unintended
consequences may otherwise arise if lending to
energy inefficient properties is disincentivised by
financial emissions targets or emerging
regulatory expectations.

See Supporting our customers on page 52 for
more details.

E Embedding net zero into the way

we operate
Manage our portfolio
As we work to transition our portfolio of real
estate exposures, we plan to focus on initiatives
that offer the potential to deliver energy efficient
commercial and residential building stock over
time. We expect this may include financing of

Provide transition solutions
We aim to provide finance and investment to
support three key transition outcomes:

1. Reduce energy demand, including by scaling

the use of net zero-aligned technologies and
supporting changes in occupier behaviour.

HSBC Holdings plc Net Zero Transition Plan
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Food, forests and other land use

Sector transition overview

Pathways to net zero

Direct emissions from agriculture, forest, and
other land use accounts for around 15 per cent
of global greenhouse gas emissions.?®
Emissions largely stem from supply-side
production activities such as livestock, fertiliser
application, and land conversion, including
deforestation. Demand-side activities associated
with the trading, processing, retail, consumption,
and disposal of agricultural products in the food,
wood, pulp and paper, and textiles industries
account for around 10 per cent of global
emissions.?¢

Solutions to decarbonise this sector broadly
sit across three interconnecting themes:
sustainable agricultural production, reduced
waste and dietary shifts, and nature
conservation and restoration (see chart below).

Sustainable agricultural production
Transforming how we farm can reduce emissions
by 2.3 billion tonnes of CO, by 2050, and change
is already underway.?®’

Adopting regenerative agriculture practices

can reduce the carbon intensity of crops,

while also enhancing yields and resilience.
Non-fossil-based fertilisers offer similar

benefits. Optimising animal feed and additives
can reduce emissions from livestock, and fuel
switching and electrification in farm machinery
and production processes can reduce emissions
from energy use.?¢

The combination of digitalisation and
decarbonisation, sometimes called the fourth
agricultural revolution, is ushering in innovations
in precision farming, agro-genomics, digital
traceability systems, and large-scale platforms
for alternative protein and algae production.?®

Reduced waste and dietary shift

Changing what society consumes and reducing
waste could result in emissions reduction of
around 4.6 billion tonnes of CO, by 2050.2%°

Approximately one-third of global agricultural
produce is lost or wasted contributing to 8 to 10
per cent of global greenhouse gas
emissions.?'262 There are significant
opportunities for demand-side activities

to reduce food waste.

Shifting consumer demand from high-emission
food sources, such as beef, lamb, and dairy,
could also play an important role in reducing
emissions.

HSBC Holdings plc Net Zero Transition Plan
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Innovations in protein, dairy, and natural
fibre alternatives, have led to alternatives
that are around 69 to 92 per cent lower
in carbon emissions.?%

Nature conservation and restoration
Conserving existing ecosystems and restoring
those that have been destroyed has the potential
to increase carbon sequestration by the

equivalent of up to 6.7 billion tonnes of CO,
annually by 2050.%4 In addition to the emissions
benefits, conservation and restoration also
ensures lasting access to other ecosystem
services, like water provision and flood
management. This makes preventing
deforestation and ecosystem conversion,
particularly in the tropics, an important concern
for the net zero transition.

Share of available emissions reduction to meet 1.5°C target by 2050

19%

Remaining emissions
compliant with

1.5°C scenarios

S

40%
Nature conservation'
and restoration?

" Includes conservation of forests, grasslands and peatlands

14%
Sustainable
agricultural production

27%
Reduced waste
and dietary shifts

2 Includes forest restoration, agroforestry, regenerative agriculture and peatland restoration
Note: These are illustrative for the sector, as emissions from each source can vary depending on a wide range of factors.
Source: McKinsey (2023) The agricultural transition: Building a sustainable future.


https://www.mckinsey.com/industries/agriculture/our-insights/the-agricultural-transition-building-a-sustainable-future
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Technology feasibility and timelines

In the near-term, there are already technologies
and practices that are commercially available
and can be accelerated to help the agricultural
sector decarbonise. Feed supplements that
reduce emissions from the digestive systems of
ruminant animals are already on the market and
can reduce methane emissions by 30 to 45 per
cent. Precision agriculture and perennial crops
that can increase farm productivity and
resilience while using less land, fertiliser and
water are already commercialised.?®® Food
processing facilities and some farm machinery
can be electrified and powered by renewable
electricity.

Food culture also varies greatly across regions,
so changes in consumer demand and food
waste reduction will take time. Public education
campaigns and other measures will be needed
to accelerate awareness amongst consumers.

commercialisation of newer technologies —
green fertilisers made from clean ammonia,

Looking further ahead, deep decarbonisation
of this sector will require the scaling and

Ly

reduction for early-stage technologies?’.

However, uptake is not happening fast enough
or equally around the world. Farmers in Europe
and the US lead AgTech adoption, whereas
those in emerging markets, often smaller
farmers, are generally slower to adopt.

For a 1.5°C-aligned pathway to be viable,
government and regulatory policy will play a
critical role in accelerating action. Required
measures to drive decarbonisation will include
reforming agricultural and land-use subsidies
and introducing decarbonisation incentives
particularly for smaller-scale producers.

Estimated capital expenditure requirements

Third-party analysis of publicly available 1.5°C-aligned scenarios estimates that to transition food, forests and land use to a net zero trajectory will
require $5 trillion by 2030, and an additional $12 trillion by 2050 (see chart below). Asia could attract half of all capital investment opportunities
and nearly 80 per cent is required to reduce emissions from crops.?#

Estimated capital expenditure requirements: Food, forests and other land use’®

2022-2030 2031-2050

($tn) ($tn)

. I I -
By technology II 5 By technology .l 12

Regions : M Asia Pacific M Europe M Latin America M Middle East and North Africa B North America

Technologies : M Sustainable food production M Reduced waste and dietary shifts Bl Nature conservation and restoration
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biopesticides that are less hazardous and lower
emissions, gene editing, and next generation
alternative proteins made from animal cells.?%®
These require additional funding, policy, and
regulatory support to drive innovation and cost

Our sector approach

Our portfolio

Our customers span across food and forest
value chains, including a meaningful portion
in the UK and the rest spread across other
markets.?’® Agricultural commodities are the
raw materials for many processes and
products, including packaging, food and

HSBC Holdings plc Net Zero Transition Plan

beverages, pharmaceuticals, chemicals,
and apparel. Our exposure to downstream
customers on the demand-side is global
and diverse.




Introduction Vision and strategic approach

Sector transitions Implementation plan

Additional information

Q @ <s50>

Targets

In October 2022 we published our

Statement on Nature?’? which sets out our
approach to nature loss and nature-based
initiatives including through our existing
Forestry Policy, Agricultural Commodities
Policy (covering palm oil, soy, cattle ranching,
and rubberwood), and our World Heritage
and Ramsar Wetlands Policy. As part of our
net zero ambition, we are reviewing our
current policy protections in this area.

We continue to consider our approach

to financed emissions for our agriculture
portfolio bearing in mind data quality,
constraints on carbon accounting
methodologies, and emissions materiality
considerations of our related customer

population. Our initial efforts in 2023 focused
on upstream, farm-related emissions where
data coverage and methodology were
expected to be most developed. However,
data discovery efforts have shown that there
are data coverage and quality gaps, with a
high degree of estimation required, and
present data quality for this segment is too
poor for target setting purposes.

Downstream emissions in the agricultural
value chain (i.e., the food and beverage
segment) are likely to be more material from
an emissions perspective. In addition, by
focusing downstream we believe we can
more effectively work with corporates to help
enable supply-chain decarbonisation, while

continuing to support farms in meeting

their decarbonisation goals. However, the
emissions accounting methodology to
measure and manage financed emissions for
food production and related downstream
activities is not yet developed. We have
therefore delayed our target setting efforts
for this sector.

Moving forwards we intend to focus on
gathering data to allow us to measure
financed emissions including using decision-
useful proxies and plan to continue working
with third-party data providers to improve
coverage of data across our portfolio.

Our action plan

[El Supporting our customers

Engage our customers

For our agriculture customers across the value
chain, we aim to understand their transition
strategies and look at ways to help support
them. This includes engaging with our material
customers on their progress. In the UK, where a
significant share of our agriculture lending takes
place, we have agriculture specialist managers
who help bring sustainability into business
discussions and engage on solutions to support
our customers in their transition.

We already see consumer-goods companies
and agricultural commodity traders increasingly
setting net zero targets for all scopes of
emissions. Companies are also increasingly
engaged in tackling deforestation; almost 60 per
cent of The Forest 500 have made some form of
commitment by February 2023.27"

Provide transition solutions
Some examples of how we might assist
our customers in transition include:

* Deploy banking services to support customers
as they transition to sustainable farming
practices, for example, through our Green
SME Fund in the UK, and the Greater Bay
Area Sustainability Fund.

¢ Help demand-side companies through
sustainable supply chain finance programmes
which help incentivise suppliers to meet
sustainability targets set by buyers.

*+ \We also expect to consider opportunities to
support nascent technologies and early and
growth stage pioneers in critical areas for the
decarbonisation of food systems and land use,
where commercially viable, through a range
of propositions tailored to early and growth
stage companies.

# Scale up nature-related finance and investment
through initiatives such as Climate Asset
Management, a joint venture between HSBC
Asset Management and Pollination.

HSBC Holdings plc Net Zero Transition Plan

El Embedding net zero into the way

we operate
Manage our portfolio
Our Forestry and Agricultural Commodities
policies require customers involved with
major deforestation risk commodities to
obtain independent certification of sustainable
business operations, such as the requirement
for palm oil customers to commit to ‘No
Deforestation, No Peat and No Exploitation’.

We seek to work with our customers to help
support their alignment with our policies, and
we have withdrawn banking services from
customers who have not engaged, for example,
in meeting our certification requirements.

El Partnering for systemic change
Demand for agricultural production is expected
to increase with projected population and per
capita food consumption growth. Emissions
reductions in the sector remain heavily
dependent on timely and impactful government
and regulatory interventions for technology
development and implementation, and a shift
in consumer behaviour. We therefore aim to
engage in partnerships that help support
sustainable agriculture and land use.

Examples of these partnerships and
collaborations include:

* Partnering with GFANZ and the Taskforce
on Nature-related Financial Disclosures (TNFD)
on nature-related risk.

¢ Facilitating engagement on nature through the
Sustainable Market Initiative Financial Services
Task Force, including mitigating deforestation
risk, and financing nature-based solutions.

# Creating a Nature Based Solutions Accelerator
as part of our five-year partnership with WWF
and WRI.

# Supporting the Asia Sustainable Palm Oil Links
(ASPOL) programme which seeks to halt
deforestation from palm oil supply chains
in Asia with a focus on sustainable trade,
consumption, and production. Led by WWF,
it spans five countries (China, Indonesia,
Malaysia, Singapore, India).

* Becoming signatory to Business for Nature's
Call to Action, and through HSBC Asset
Management as a signatory to the Finance
for Biodiversity Pledge.

* Partnering with the Sustainable Markets
Initiative to build the Terra Carta Accelerator
Fund with the aim of bringing natural capital
projects, with climate co-benefits, to scale
in emerging markets.
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Supporting our customers

Qur customers are at the heart of our net zero ambition

Our ability to achieve our net zero by 2050 Our customers need significant support to
ambition relies on the success of our customers’  overcome barriers to reaching net zero. These
transitions. We support our corporate, public include: nascent technologies with high capital
sector, institutional and personal and private expenditure requirements; uncertain policies and
banking customers with relevant transition regulation; under-developed supply chains; lack
solutions that include finance, risk management of data and insights; and constrained resources
solutions, and broader research, insights and — particularly for small and medium-sized

tools to help their transition. This is where we can  enterprises (SMEs) and in emerging markets.
seek to make a material impact on reducing
emissions in the real economy, while capturing
commercial opportunities.

We want to continue to scale and innovate in our
sustainable finance and investment products and
services to provide capital for climate technologies
This chapter sets out how we engage with our and other solutions to support our customers’
customers and how we are mobilising sustainable  transitions, including in high-emitting sectors that
finance and investment to provide transition are key to decarbonising the global economy.
solutions. Not all products and services mentioned

are currently available in all HSBC markets.

Our customers

- m

Corporates
For our 50,000+ large and
mid-market corporate
customers we deliver
transition financing and
advisory solutions. For our
one million plus SME
customers, we help address
gaps in financing and

Public sector

We help public sector

customers in over 80
countries and territories to
access sustainable banking
services to finance country,

regional, or city-level
transitions, including access

to capital markets.

capabilities.

©@ S

Personal and
private banking
For our 40 million personal
and private customers, we
design banking solutions
that help them lead a more
sustainable lifestyle and
offer sustainable investing
options for their wealth
management needs.

Institutional
We deliver investment
solutions that help our
institutional customers
allocate capital toward a
more sustainable economy,
and finance their transition.

Our approach to supporting their transition

Engage our customers

We seek to take a multifaceted approach to engaging with
customers, understanding their transition maturity and needs to
become their trusted transition partner:

¢ Assess customer transition plans, where relevant (see page 54),
with a focus on evaluating transition maturity to inform our
ongoing engagement and financing solutions

* Self-service tools with tailored insight, where appropriate,
for SMEs and personal customers to inform sustainable
decision-making

¢ Tailored 1-1 engagement with certain corporate and institutional
customers, as relevant, to understand their individual transition
needs and support their transition pathway

¢ Thought leadership, research and events to engage customers
on sustainable investment opportunities or provide customers
with market insights

HSBC Holdings plc Net Zero Transition Plan

Provide transition solutions
We offer financing, investment and advisory services tailored to the
specific needs of our customers to enable their net zero journey:

* Help to finance the transition, via on-balance sheet lending
and related services

* Seek to facilitate capital where it is needed by connecting
investors and issuers (bonds and equity) and providing ESG
insights

* Help customers to invest in the net zero transition

* Helping to generate financial innovation to provide solutions
for hard-to-finance projects that are critical for transition

* Provide deal advisory solutions (e.g., M&A)

¢ Deliver enabling solutions, including foreign exchange,
risk management (e.g., hedging) and cash management
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Corporates

We work with corporates of all sizes and

complexity, including large multinationals,

state-owned enterprises and SMEs. Each will

play an important role in the transition as they

decarbonise their operations, supply chains,

and products and services.

Large and mid-tier corporates

Our large and mid-tier corporate customers
have a range of transition financing needs.
Some access direct financing for their transition
objectives. Others utilise the capital markets to
secure investment. Many also require advisory
solutions to acquire or divest assets or risk
nmanagement solutions such as currency hedges
for international initiatives. We deliver a range of
solutions to meet these varied needs. We
describe on page 54 how we are engaging our
corporate customers on transition plans as a way
to understand their transition risks and readiness
and inform how we work with them.

Small and medium-sized enterprises

SMEs form the backbone of the global economy.
They play a significant role in emissions from
global supply chains, which on average are
more than 10 times greater than operational
emissions.?”® Many SMEs lack the time, financial
resources, and capacity to act on the transition,
despite seeing growing requirements from their
customers, investors, or regulators.

Our relationship managers and local
sustainability teams help SME customers
access a network of specialists who offer local
and international assistance. We aim to support
them to develop their own approach to
decarbonisation.

As well as frontline support, we offer digital
engagement tools to our SME customers in
many markets, providing resources and
information designed to help them accelerate
their transition. We also provide online insights
and capability-building opportunities. For
example, we launched an ESG Academy
programme in Hong Kong to host events for
SMEs. We have also partnered with University
College London's Institute of Sustainable
Resources to share science-led insights and
guidance on our website for sector-specific
pathways.

New economy companies

New economy customers — from early- to
growth-stage companies — are climate tech
companies that are pioneering the technologies
and business models that could play an
important role in decarbonising industries and
markets. They need dedicated support to
innovate and demonstrate technology feasibility,
to scale and accelerate commercial adoption,
and to grow internationally. From leveraging our
HSBC Innovation Banking experience supporting
the start-up ecosystem, to pioneering new
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financing solutions from venture debt capital
to broader commercial banking support, we
are developing a range of solutions to meet

their needs.

w

Public sector

We are a trusted partner to public sector
customers in more than 80 countries and
territories, helping develop solutions to deliver
their climate ambitions and transition their
economies and communities.

Governments set the climate ambition that
determines how national, regional, and local
economies transition and adapt to climate
change, as well as shaping industrial and
development priorities. Alongside developing
policy and setting regulations and standards,
public sector institutions also help drive markets
forward through direct investment and public-
private partnerships to support climate mitigation
and adaptation projects, including development
finance institutions who are increasingly focused
on partnerships to crowd in private capital in
emerging markets.

We support public sector customers with access
to capital and advisory services to help them
implement national or jurisdictional climate and
broader sustainable development targets and
strategies, from facilitating financing through
capital markets, to providing sustainable loans,
trade finance and sustainable infrastructure
financing. We work closely with them to
understand how our solutions can help to deliver
their ambition, with a focus on those that can
support large-scale change.

©

Institutional

Our institutional customers — including banks,
insurers, asset managers, hedge funds, reserve
managers, sovereign wealth funds and financial
sponsors — play a crucial role in the transition as
capital allocators. Many, including the hundreds
of financial institutions that are part of GFANZ,
have their own board-led, science-based
commitments to support the transition to net
zero. These institutional customers can engage
portfolio companies to drive greater levels of
ambition and performance around the transition,
make decisions to shift their portfolios towards
net zero alignment and invest in key climate
solutions including climate technologies,
sustainable infrastructure, climate resilience
and natural capital.

Our institutional customers have varied needs,
shaped by differences in scale, risk appetites,
geographic focus, and transition maturity. Net
zero is a key strategic priority for many of these
customers, with evolving commercial, regulatory
and reputation drivers.

Additional information
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We use engagement to understand how we can
best identify solutions to support these needs
and aim to encourage thought leadership around
sustainability trends and developments. For
example, over the past two years, we hosted
around 140 sustainability-related events covering
topics including corporate climate governance,
green bonds, energy security and climate
technologies in hard-to-abate sectors. Our
institutional research on climate and sustainability
has been recognised with consistently high
rankings in the Institutional Investor and
Euromoney surveys. Through these thematic and
multi-asset reports, handbooks, and company-
specific analysis, we aim to help our customers
to make informed decisions about climate and
relevant ESG issues.

&
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Personal and private banking

Individuals have an important role to play in

the net zero transition both as consumers and
investors. We continue to innovate our personal
and private banking products and services to
offer individuals insights and solutions to help
them to make informed sustainable choices for
lifestyle, banking and investing decisions. This
includes identifying and scaling new products
to incentivise sustainable choices (e.g., electric
vehicle or home retrofit loans) through to
harnessing technology for customer education,
understanding sustainability impact and for new
product innovation.

We have begun helping our personal customers
to build awareness of sustainable options and
choices, including through online educational
sustainability hubs across 12 markets. \We have
launched self-service tools, including an ESG
Hub within our Mobile Banking app in Hong
Kong, to create a portal that connects our
customers to our sustainable banking and
investing products, as well as sustainability
education content and ESG investment insight
publications. Some markets, such as Hong Kong
and Singapore, also conduct marketing
campaigns to engage our customers on
sustainable finance and lifestyle topics.

Where appropriate and available in relevant
markets, we consider sustainable investing
options within customer engagement. \Where we
do this, our relationship managers and investment
counsellors work with customers to understand
their priorities and offer relevant sustainable
investing solutions through sustainability
preference questionnaires. We are also
continuing to innovate our sustainable wealth
products and are building out digital analytical
and reporting capabilities to provide transparency
on the sustainability-related performance of
customers’ holdings. For example, customers in
Asia can view the classification of sustainable
investing products and MSCI ESG Score and
Rating for their investment portfolio via our
online banking platform.
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Assessing our corporate customers' transitions to net zero

In 2022, we began work to design and
implement a differentiated approach to
understanding and assessing our corporate
customers’ (including state-owned enterprises)
transition risks and plans. This aims to help us
identify opportunities, manage climate risks
and define areas to drive strategic engagement
with each corporate customer (see diagram

below). Once completed, these assessments
can be used to support business decisions in
relation to our financed emissions portfolio
management and alignment, and our climate
risk management efforts. We aim to review
these assessments annually, where relevant,
to keep up to date with the progress our

We are still at the start of rolling out this
process across our corporate customers.

We are working to expand roll out of these
assessments across our customers that are
most material in terms of financed emissions
contribution, financing exposures and
transition risk.

customers make.

Our differentiated approach to assessing our corporate customers’ transitions:

@)

Deep-dive transition plan assessment conducted for customers that
are the most material to our portfolio and financed emissions targets

Strategic actions agreed with
relationship manager to
inform decision-making and

Sustainability Centre of
Excellence conducts deep
dive assessment

If required, escalation to
governance forums for
transaction and/or

AR

Transition plan information
collected alongside wider
ESG performance data by
relationship managers based
on public documents and
customer engagement

Information collected

For those customers where we have already
started collecting information on their transition
plans, we have defined criteria across five
categories, shown to the right, to assess their
exposure to transition and physical risks, and
the maturity of their transition plans. The criteria
consider factors that are generally relevant to
customers, in addition to indicators that are
sector specific. The level of detail collected

also varies based on factors such as the size
and materiality of the customer. We consulted
with external partners and climate experts in
developing our approach and will continue

to develop and adapt this process, taking
learnings from external partners and from

our own experiences.

This step in the process is led by relationship
managers, who gather information from our
customers’ sustainability reports and climate
disclosures. This is supplemented by
discussions with the customer. We request
information on:

@
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customer engagement relationship approval

High-level transition assessment calculated for other relevant corporate customers

— W

Outcome shared with
relationship managers to
inform decision-making and
customer engagement

High-level assessment of
net zero and sustainability
performance

Emissions trend

Requests the customer's current and historic scope 1, 2, and 3 greenhouse gas emissions,
including the completeness of the company’s emissions reporting and whether it has been
validated by a third party.

Ambition of plan

Indicates whether the customer has announced a commitment to net zero and set interim
targets to reduce emissions over the short, medium, or long term and across relevant emission
scopes.

Credibility of plan

Identifies details of the customer’s plans to achieve its ambition, including the specificity of
these plans (for example, the investment required) in the context of its business activities,
current source of emissions, and operating context.

Credibility of action

Requests evidence of actions that the customer has taken to implement its plan and reduce
emissions. This may include how the customer is engaging stakeholders to deliver its plan and
the actions it is taking to support a just transition and protect natural capital and biodiversity.

Climate risk
Considers physical and transition risks to which the customer may be exposed
(see Managing risk in transition to net zero on page 64).

HSBC Holdings plc Net Zero Transition Plan
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Deep-dive transition plan assessment
We aim to undertake a detailed review of the
transition plans of our customers that are the
most material to our portfolios and financed
emissions targets (see chart to the right).

These reviews are conducted by the specialists
from our Sustainability Centre of Excellence
with input from our relationship managers.
Where additional oversight is required, we also
present completed assessments to an internal
advisory panel of senior representatives from
across relevant business lines and functions
(see Aligning responsibilities and incentives on
page 77).

This process is designed to provide insights
specific to each customer and their
circumstances. Our assessment rates each of
the categories described above and provides
a composite rating to indicate the overall
confidence in the customer’s plan. We want
to help our customers navigate and take
advantage of the opportunities presented by
the transition, supporting them through our
engagement and providing finance to develop
new capabilities, technology and infrastructure.
This process allows us to identify specific
opportunities to support our customers and
helps highlight areas where further
development of the plan may be needed,
which we build into our ongoing engagement
with the customer.

We recognise that, today, many of our
corporate customers are not likely to have
comprehensive transition plans in place or
plans that are yet consistent with our own
targets and ambitions. Given this, we aim to
engage with and support our customers over
time as they develop their corporate strategies
to transition.

At a portfolio-level we periodically assess
whether an in-scope customer’s transition plan
can be accommodated within sectoral 2030
portfolio-level financed emissions targets.

For customers in scope of our thermal coal
phase-out and energy policies (See Using
policies to drive change on page 71), our
requests for transition plans will have
deadlines.

High-level transition assessment

For other relevant corporate customers outside
of the boundaries of our deep-dive transition
plan assessment we have started to carry out
a high-level transition plan assessment. This
review draws on publicly available information,
supplemented where relevant with information
collected directly from customers.

We look to use representative proxy data to
extend our assessment to areas of our business
where collecting information on individual
customers is currently not feasible. This allows
us to identify how we can support a wider base
of our customers exposed to the net zero
transition and helps us to identify risks in our
portfolio that require enhanced monitoring

and action.

Proportion of our high emitting sector
financed emissions to be covered by
deep-dive transition plan assessments

Deep-dive transition plan
assessments being
: conducted for corporate
L customers who are the most
: material to our sector

portfolios and associated
financed emissions targets

Additional considerations and next steps

Engaging our corporate customers will be an
ongoing effort (see Partnering for systemic
change on page 90). More work is needed to
continue to embed this process across our
organisation. In the assessments we have
completed so far, we saw large variations
among our corporate customers in the maturity
of their plans and alignment with a net zero
transition. We aim to take these factors into
account in how we continue to engage our
customers in their transition. We are also
working to strengthen our capacity to support
customer-facing teams in their customer
engagements with additional resources and
subject matter expertise.

In support of our financed emissions targets,
we plan to expand coverage of our assessment
of customers’ transition plans to include
additional sectors and a broader scope of
customers, where relevant.

* Completed most assessments for customers in scope of our
thermal coal phase-out policy, including reviewing and updating,
as appropriate, the assessments completed in 2022.

¢ Completed most assessments for major oil and gas and power and

Pt??i:ifas utilities customgrs globally, as well as othgr customers in EU and
OECD markets in scope of our energy policy.
* Assessed climate transition risks for our portfolio of customers
managed by HSBC Continental Europe (HBCE), as required by the
European Central Bank.
*¢ Commence roll-out of assessments for our most material customers
in other material sectors where we have set 2030 targets.
fNext b * Complete assessments for customers in scope of our energy policy
Al and thermal coal phase-out policy in all markets.
beyond .

completed to date.

Continue to review and update, as appropriate, assessments

HSBC Holdings plc Net Zero Transition Plan
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Transition solutions

Corporate, public sector and institutional clients
We offer a range of transition solutions for our corporate, public sector, and institutional customers, a selection of which are outlined below.

Green and sustainability-linked loans
Green loans are similar to corporate loans, but
the proceeds can only be utilised for eligible
green projects with environmental benefits,
such as green buildings that meet recognised
standards. Sustainability-linked loans are
made available to facilitate and encourage
environmentally and socially sustainable
economic activities and growth. They can be
used for general purposes, with the borrower’s
cost of capital linked to related sustainability
key performance indicators such as science-
based emissions reduction targets. Green and
sustainability-linked loans can play an
important role in financing the transition,
however, we recognise the financial industry
needs to continue to improve the robustness of
these products. We are working both internally
and with relevant industry bodies and standard
setters to support this.

Solutions for SMEs

Sustainable lending provides the financing
SMEs need to invest in renewable energy
supply or to make sustainable improvements
to their production processes, but SMEs have
historically faced challenges in accessing this
funding. We have established region-specific
funds to support our SME customers’
transitions, with lending tied to financial
incentives to make sustainable action
commercially feasible.

¢ UK Green SME Fund: At COP26, we
announced a GPB500 million Green SME
Fund, offering financial incentives for
investments in critical transition initiatives
such as renewable energy and energy
efficiency. In 2022, Panthera Group, a
family-run construction company, benefited
from a loan from the UK Green SME Fund to
finance and grow EnviroHoard™, the UK's
first construction hoarding system to be
verified as net zero.

¢ Greater Bay Area (GBA) Sustainability
Fund: In 2022, we launched a $9 billion
sustainable finance allocation to support
businesses’ transitions to low-carbon
operations in China’s Greater Bay Area.
Successful applicants also benefit from
additional support including training and
subsidised third-party assessments. In 2023,
we extended a $8 million green term loan to
Ampd Energy to finance the deployment of
giant batteries at construction sites. In the
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In 2022, we increased sustainable lending
transactions by over 50 per cent, deploying
more of our balance sheet to finance
sustainable projects and incentivise borrowers
to achieve sustainability targets by tying the
cost of capital to their delivery. In 2022 we
acted as sole sustainability coordinator for a
GBP103.7 million green loan to JDR Cable
Systems to construct a manufacturing facility
to produce the next generation of high voltage
subsea power cables for offshore wind farms.
We also acted as sole global coordinator and
joint sustainability structuring bank on a

$400 million sustainable club loan to Geely
Automobile in 2022 to support R&D into
electric and hybrid vehicles, helping the
company in its ambition of carbon neutrality
by 2045.

Innovation to deliver transition solutions
section in this chapter, we also outline our
venture lending solutions for early-stage
climate technology.

We also provide a range of tools — including
through partnerships with third parties — to give
our smaller corporate customers the information
and resources to help to accelerate their own
transitions with science-based and data-driven
insights. While these solutions do not directly
reduce greenhouse gas emissions, the scale of
SMEs globally and their share of greenhouse
gas emissions mean we can have a material
impact, supporting them through their net zero
journeys by:

¢ Understanding and acting: Our digital
HSBC Sustainability Tracker helps our
Business Banking customers self-assess
how sustainable their business is today and
see how they compare to similar businesses.
It provides tailored, cost-effective, and
tangible recommendations to support
customers to decarbonise.

¢ Tracking and reporting: \We support SMEs
to measure, track and report their ESG
performance through partnerships with third
party providers.
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Project finance

Project finance is essential to the net zero
transition — from helping to transition energy
systems to investing in the new technologies
and infrastructure critical to decarbonising
demand-side sectors such as real estate,
transport, and heavy industries. Our project
financing expertise supports our customers
in structuring complex long-term sovereign,
corporate, and limited and non-recourse
financing solutions.

We have supported a number of landmark
transactions in this space. For example, we
acted as mandated lead arranger on the
GBP2 billion financing to support the
construction and operation of the 882MW
Moray West offshore wind farm in the UK,
and acted as structuring bank and mandated

Sector transitions Implementation plan

lead arranger on the green project finance
facility towards refinancing of existing debt for
a 300MW operational solar project owned by
ReNew Power in Rajasthan, India. Alongside
two government funds and a consortium of
financial institutions, we contributed to the
$8.4 billion facility for the world's largest green
hydrogen-based ammonia production plant.

We are also exploring new business models to
address the challenges that large infrastructure
projects face to secure financing.

Green, sustainable and sustainability-linked bonds

Green bonds finance specific green activities
such as renewables or electric transport. We
have helped facilitate these solutions in
numerous markets with significant transition
challenges, including in Asia and the Middle
East. For example, in April 2023, we were joint
bookrunner and joint lead manager for
Pertamina Geothermal Energy’s $400 million
green bond. Use of proceeds are for
geothermal projects (development phase),
which are a key part of the Pertamina Group's
efforts to decarbonise the energy sector, as
well as supporting energy security across
Indonesia. In 2022, we also acted as joint
global coordinator on Sweihan PV Power’s
$701 million issuance.

For our public sector clients, we help to
structure innovative bond solutions to mobilise
financing from the capital markets for national
climate priorities, nature related targets and
sustainable infrastructure projects. In 2022
alone we were mandated to act on

Markets solutions

Our corporate customers rely on our treasury
solutions — from foreign exchange to cash
management and hedging — to support their
operations. While these solutions do not often
drive direct decarbonisation, they can smooth
the flow of capital and mitigate risks in
sustainable transactions. Our suite of
sustainability-linked solutions includes hedges,
FX swaps, and repurchase agreements. For
example, we designed a $50 million
sustainability-linked loan for Archirodon, an
international EPC contractor with significant
presence in the Middle East, North Africa, part
of central Asia and Europe. We also provided

HSBC Holdings plc Net Zero Transition Plan

12 sustainability-related government bonds.
For example, we jointly structured the UK
Government's first ever green bond, with
proceeds from the landmark GBP10 billion
issuance being used to finance green projects,
and acted as sustainability structuring agent on
Uruguay's October 2022 $1.5 billion inaugural
sustainability-linked bond issuance. We also
helped support the Government of the Hong
Kong Special Administrative Region's ESG
journey, supporting on multiple sustainable
financing initiatives, including the first
tokenised green bond issued by a government
globally, and institutional and retail green bonds
exceeding $14 billion in 2023.

Sustainability-linked bonds (SLBs) are a
relatively new, evolving instrument that form
part of our broader strategy, along with green
finance, to unlock capital for the transition and
incentivise companies to progress their
transition journeys, particularly in hard-to-abate
sectors. SLBs typically do not earmark

an ESG KPI-linked Vanilla Interest Rate Swap to
hedge the client's EUR debt from rising interest
rate risk. The structure embedded Renewable
Capacity targets and requires retrofitting part
of their diesel-operated engines with emission
control systems to reduce hazardous material.

Additional information
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proceeds for specific green activities. Instead,
companies publish specific climate and wider
sustainability targets, such as greenhouse gas
emissions targets. The interest cost on their

borrowing changes based on whether they
meet these targets.

We recognise the financial industry needs to
continue to improve the robustness of these
products and we are working both internally
and with relevant industry bodies, such as the
International Capital Markets Association, as
they develop product standards and frameworks
to govern SLBs. We are increasingly using
scientific and independent second-party
institutions, when available, to review and
validate targets. \We expect that SLBs will
increasingly provide transparency in issuer
performance against science-based transition
pathways and other sustainability goals.
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Financial advisory

Many of our large and mid-tier corporates
will advance their transition through capital
markets financing, M&A, acquisition finance,
and issuer services. These solutions help to
finance decarbonisation, support sustainable
growth strategies and can help incubate
innovative climate solutions.

An important part of our support is helping
customers to articulate how their transition
approach and sustainability credentials support
their equity story.

Solutions for our institutional customers
We offer a full range of investable solutions for
our institutional clients. We provide primary
market access to institutional investors for
green, social, sustainable, and sustainability-
linked bonds, as well as liquidity on the
secondary market. We offer derivatives on
ESG indices, ETFs, and funds, and build
bespoke solutions such as thematic indices.
We also offer ESG and sustainable securities
financing and hedging solutions that embed
sustainability-linked performance mechanisms.

Sustainable trade finance solutions
Green trade finance, sustainable trade
instruments, sustainable supply chain finance
and sustainability-linked lending provide the
working capital that customers need for
sustainable trade. As one of the world's
largest trade banks, we have significant
reach to support our customers’ transitions
by incorporating sustainability principles into
our trade finance propositions.

HSBC Holdings plc Net Zero Transition Plan
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MR&A is key to corporate transitions and scaling
climate tech innovation. As an example, we
acted as joint financial adviser and corporate
broker to Biffa, a leading waste management
company for over 100 years, in their GBP2.1
billion enterprise value acquisition by energy
transition investor Energy Capital Partners (ECP).

Bt

The financing solutions available to our
corporate and public sector customers,
including sustainability-linked lending, financial
advisory, and capital markets solutions, are also
utilised by our institutional customers.

In 2020, we launched ESG portfolio reporting
services for our Securities Services customers,
helping them to track the ESG ratings of their
large holdings and meet the increasing
demand for greater transparency in this area.

We offer use of proceeds solutions, such

as the first green trade financing facility for
sustainable cocoa sourcing, for Guan Chong
Cocoa Manufacturer Sdn Bhd., to support the
client group’s ambition to achieve 100 per cent
traceable and sustainable cocoa?* from GCB
direct cocoa bean sourcing network?”® by 2030,
and the sustainability-linked lending for a trade
facility for an Asian garments manufacturer to
support them to meet their energy and water
usage performance targets.
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Personal and private banking customers

For personal customers, we are beginning to develop solutions that are focused on supporting their transitions in four core areas: where they live, how
they travel, what they buy and where they invest. We are early in our journey. Our long-term vision is to help accelerate the uptake of sustainable solutions,
allowing customers to understand, access and control their sustainable banking and lifestyle solutions in one place.

Sustainable homes

We offer green mortgages in eight markets,
providing preferential commmercial terms for
properties that have been awarded
internationally or regionally recognised certified
green building status (such as BEAM Plus in
Hong Kong). We also provide energy efficiency
loans in 8 markets aimed at improving the
energy efficiency of homes. We aim to develop

Sustainable mobility

We offer electric vehicle (EV) loans in ten
markets — including Hong Kong and Mexico —
to finance the purchase of battery electric or
plug-in hybrid vehicles at preferential
commercial terms compared to other standard
loan products. The EV Hub on our UK website
provides educational material and a cost
calculator to help customers make the

Sustainable consumption

Making more sustainable consumption choices
will help catalyse emissions reduction. \We use
85 per cent recycled plastic to issue new and
replacement payment cards in several markets
and are partnering with Mastercard to pilot
card recycling units. Customers have the option
to convert their rewards points towards a
donation to sustainable causes, such as

Sustainable investing

Our Asset Management business is working to
embed sustainability across most asset classes.
Our Private Banking and Insurance businesses
distribute internal and third-party sustainable
investment solutions to individual customers,
enabling them to build a more sustainable
portfolio. We also have differentiated offers for
select ultra-high net worth customers, such as
private equity funds with co-investment
opportunities in private markets. In 2023,

HSBC Holdings plc Net Zero Transition Plan

partnerships in future, seeking to help
customers understand the environmental and
financial benefits of energy efficient homes and
connect them to partners who can provide
cost-effective technology and installations.

transition to an EV. In addition to EV lending
products for vehicle ownership, we plan to
deliver products focused on vehicle use,
including leasing products, following customer
demand for more flexibility around ownership.

supporting reforestation projects managed

by our global partner, One Tree Planted, for
customers across several markets including the
UK, Hong Kong and Singapore. We are adding
more solutions from merchant partners to our
credit card reward programmes. Our Home &
Away credit card offers a platform to
encourage sustainable consumption choices.

the natural capital strategy managed by
Climate Asset Management, a joint venture
between HSBC Asset Management and
Pollination, was offered to our ultra-high net
worth customers for them to access nature-
based assets. In 2022, we launched a Global
Biodiversity Discretionary Strategy for Global
Private Banking customers in Asia, which
covers eight related themes such as sustainable
food systems, water solutions and biomaterials.
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Focus: Innovation to deliver transition solutions

Many solutions that will enable the world to reach net zero face barriers to investment. Clean energy projects may fall outside banks’ typical risk
appetite. Nascent climate technologies need capital to prove their commercial viability. Nature needs innovative financing to protect biodiversity
while accelerating the transition to net zero. And complex supply chains require coordinated action to effect real change.

We are helping to advance innovative business models, financing new partnerships, and encouraging collaboration to overcome these barriers
and catalyse action.

Innovation is helping us deliver transition solutions to our customers across four key areas:

Financing Scaling new Ecosystem collaboration
sustainable infrastructure economy companies for supply chain
Overcoming challenges Scaling the new economy;, decarbonisation
to financing and investment including funding Collaborating across
in sustainable infrastructure companies developing ecosystems with large
to help decarbonise energy the climate technology corporate customers,

Establishing
natural capital
as an asset class
Enabling positive
outcomes for nature
and mainstreaming

systems and hard-to-abate
demand-side sectors, such
as steel or cement.

El Financing sustainable infrastructure
New sustainable infrastructure is essential to
transition the energy system and decarbonise
demand-side sectors. However, infrastructure
projects often face longer timelines or
increased risk. To help overcome this,
alongside our project financing, we participate
in new financing mechanisms and blended
finance partnerships with public sector and
institutional customers. Blended finance is a
structuring approach that allows financing
organisations with different objectives to invest
or lend alongside each other. It entails the
strategic use of catalytic capital from public
or philanthropic sources to crowd in private
sector investment for development impact.

solutions that can accelerate
systemic change.

* Pentagreen Capital: We launched an
innovative financing vehicle developed in
partnership with Temasek with a combined
$150 million of seed capital committed by
the founding partners. This aims to help
accelerate the development of sustainable
infrastructure in Southeast Asia and aims to
provide more than $1 billion of loans over
the next five years from launch, primarily
focused on clean transport, renewable
energy and energy storage, and water and
waste management.

* Just Energy Transition Partnerships (JETPs):
JETPs are multilateral financial agreements
aimed at ramping up renewable energy and
accelerating the phasing down of fossil
fuels, alongside investment in transition-
aligned jobs and industries of the future.
Public and private sector partners come

their suppliers, and other
stakeholders to help
decarbonise supply chains.

nature-regenerative action
by developing natural capital
as an asset class.

together to structure innovative financing
solutions tailored to a country’s specific
needs. We are supporting JETPs in
Indonesia and Vietnam, helping identify
barriers to private investment, and looking
to support the facilitation of private sector
financing of at least $10 billion for Indonesia
and $7.8 billion for Vietnam, over the next
three to five years.

FAST-Infra: We are a key partner of the
FAST-Infra initiative, in collaboration with
the IFC, OECD, the World Bank's Global
Infrastructure Facility, and the Climate Policy
Initiative, under the auspices of the One
Planet Summit and helped to launch the
Sustainable Infrastructure (Sl) Label, a
globally applicable labelling system for
sustainable infrastructure assets.

E Scaling new economy companies

We want to be the bank of choice for climate
tech pioneers to support them in growth and
internationalisation. Our presence across
regions with the largest climate tech start-up
networks — the UK and Europe, United States,
Asia, and the Middle East — means we are well
positioned to help these early-stage businesses
and developers of nascent technologies to
scale. For example, Univers, one of our
Asian-based customers headquartered in
Singapore which owns the world’s leading
decarbonisation platform, have trusted us as
their main banking partner. We supported their
international expansion and are partnering to
help our corporate customers develop
effective carbon abatement strategies
supported by Univers's energy optimisation
and carbon management software.

We are working to identify and scale critical
climate solutions, providing a holistic offering
to support innovation. We do this in a number
of ways, including through:

¢ HSBC Innovation Banking: Following our
acquisition of Silicon Valley Bank's (SVB) UK
arm, in June 2023, we announced HSBC
Innovation Banking as our new global,
specialised banking proposition for
businesses in cutting-edge sectors,
including climate technology, and their
investors. We are combining the innovation
expertise and bespoke financial services of
SVB UK, which is now known as HSBC
Innovation Bank Ltd, with newly assembled
HSBC innovation teams in the US, Israel,
and Hong Kong to support climate tech
customers’ global growth goals.

Climate tech venture debt capital: We have
a $1 billion climate tech focused allocation
to provide access to flexible venture debt
capital to support climate tech companies
with ambitious growth objectives. \We focus
on long-term banking relationships that can
be trusted throughout all stages of maturity
to maintain cash flow and assist agile
investments.

HSBC Asset Management Climate
Technology Venture Capital Fund: We
anchored and are seeking to raise up to
$200 million for an equity capital fund to
support fast-growing technology companies
focused on the energy transition, transport
electrification, supply chain sustainability,
and climate adaptation at series A and B
stages. The fund aims to mobilise
institutional capital into climate tech that
can be deployed at scale.

HSBC Holdings plc Net Zero Transition Plan
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¢ HSBC New Economy Fund: Two existing
financing schemes have been combined
to form an upsized $3 billion HSBC New
Economy Fund, launched in 2023. The fund
supports start-ups and technology-led
businesses in healthcare, life sciences,
climate tech, industrials, and consumer
sectors in Hong Kong and mainland China.

* Breakthrough Energy Catalyst: \We are
investing $100 million as an anchor partner
in the programme to support the
decarbonisation of high-carbon sectors
through five technologies: clean hydrogen,
long-duration energy storage, sustainable
aviation fuel, direct air capture, and
manufacturing.

* Networking and connections: As well as
providing financing solutions, we support
the new economy by facilitating networks
and connections amongst our wider
customer base. This includes connecting
capital providers seeking investment
opportunities in the new economy with
innovative customers in need of financing.

Ecosystem collaboration for supply chain decarbonisation

Our aim is to develop financial services
solutions that work for the entire ecosystem of
companies. Decarbonising trade and global
supply chains is critical because the supply
chain emissions of many corporates are often
over 10 times their total emissions.?

We can help drive significant impact by
working across the full value chain ecosystem.
Building on our global presence and customer
relationships in both developed and emerging
markets, we are implementing and exploring
different solutions that help bring these
stakeholders together for action:

* Sustainable supply chain finance: We are
developing new ways of working with
corporate customers, supporting the
decarbonisation of their supply chains by
encouraging suppliers that demonstrate
strong sustainability performance with
improved financing terms. We collaborated
with US retailer Walmart in 2019 as one of
the first banks to adopt this approach,
rolling out a finance programme that pegs
their supplier's financing rate to sustainable
outcomes.

* Third-party partnerships: To connect our
customers to transition solutions that
support their supply chain transparency,
traceability, certification, and disclosure, we

are exploring partnerships with third-party
providers. For example, we partner with
EcoVadis, which provides ratings to help
companies manage sustainability practices
within their supply chain.

# Convening ecosystem stakeholders: \We
help to convene key stakeholders —
including customers, industry associations
and technology partners — to collaborate,
co-invest, and support the innovation and
collective action required to support change
across ecosystems. For example, we are a
participant in the working group for the
International Chamber of Commerce (ICC)
Standards for Sustainable Trade and
Sustainable Trade Finance.

] Establishing natural capital as an emerging asset class

Supporting the protection of the natural
environment requires the acceleration of the
emergence of natural capital as an asset class.
Climate Asset Management, a joint venture
between HSBC Asset Management and
Pollination, aims to offer investment solutions
that help enhance ecosystems, protect
biodiversity, and accelerate the transition to
net zero while generating returns for investors.
In December 2022, it announced it had
received commitments of over $650 million
for its two strategies:

* Natural Capital Strategy: Invests in
agriculture, forestry, and environmental
assets to deliver impact at scale alongside
long-term financial returns.

* Nature-Based Carbon Strategy: Targets
nature restoration and conservation projects
in developing economies, prioritising
community benefits while generating
high-quality carbon credits.

One of Climate Asset Management's first
investments was the Restore Africa
Programme, in partnership with the Global
EverGreening Alliance, announced in
November 2021. This is the world’s largest

community-based land restoration project,
aimed at benefiting 1.5 million smallholder
farmers and their communities by restoring up
to 2 million hectares of degraded land across
six sub-Saharan countries. The programme is
currently in full implementation in three
countries, Kenya, Uganda and Malawi.

In 2023, Climate Asset Management
announced that it will manage a novel natural
capital investment vehicle for Apple. The new
vehicle is an expansion of Apple’s Restore
Fund. For Apple suppliers that become
partners in the fund, it will offer a new way
for them to incorporate nature-based carbon
removal projects as they decarbonise.

HSBC Holdings plc Net Zero Transition Plan




Introduction Vision and strategic approach

Sector transitions Implementation plan

Additional information

Q @ <62

HSBC Asset Management aims to build
sustainable investing solutions that help
facilitate the flow of capital from the world’s
leading investors to the businesses and projects
driving the transition to a sustainable economy.
\We are increasingly incorporating environmental,
social and governance considerations into our
investment processes because they are
relevant to managing risks and opportunities
for our clients’ investments. \We have seen
significant growth in our assets managed
under sustainable investment strategies.

We are working to transition our portfolio to net
zero by 2050 or sooner, as part of the Net Zero
Asset Managers Initiative, and have published
2030 interim targets. To help meet this ambition,

# Global credit bond ESG:

Focus: HSBC Asset Management

we have developed our own HSBC Asset
Management policy on thermal coal, and
recently launched our own energy policy. In line
with our fiduciary obligations (including regulatory
requirements) to act in the investment interests
of our investors, these policies are independent
but aligned with the Group's sustainability
objectives, ambitions and timelines (see Using
policies to drive change on page 70).

Our sustainable investment strategy
We focus on climate and biodiversity in our
core investing solutions and processes, with
an additional focus on Asia and alternatives.
Our sustainability-focused product range
includes equities, fixed income, liquidity,
multi-asset, and ETFs.

HSBC Asset Management has a range of targeted strategies and solutions, with some examples highlighted below:

¢ Global emerging market equity: Broad regional

Our alternatives business provides sustainable
investments focused on climate technologies
and energy transition infrastructure, to support
investors seeking sustainable investments
through direct and active asset ownership.

We recently collaborated with the global
fintech platform iCapital to broaden access
to our Climate Tech strategy to wholesale
customers across Europe, the Middle East,
and Asia. Climate Asset Management, a joint
venture between HSBC Asset Management
and Pollination, has developed nature-based
impact solutions as shown below.

WEe also offer bespoke mandates for our
institutional customers. We engage to
understand their net zero implementation
journey and design investing solutions that help
to support their decarbonisation goals while
meeting investment guidelines. For example,
we were one of five asset managers awarded

a mandate from one of Asia’s largest pension
managers to run Asia’s first climate-change-
focused fund, managing $460 million in assets.

Deep investment expertise

We have deepened our climate and
sustainability expertise to support the
transition of our portfolio to net zero:

* \We set up virtual sector teams in 2021.
These comprise over 120 investment
professionals globally. Their role is to define
and assess sector and industry-specific ESG
materiality frameworks to help us capture
the most financially relevant ESG criteria.

_Core i Seeks a higher ESG rating and a lower carbon quﬂ[[ Core equity exposure; Seeking to provide improved ESG score
income intensity compared to benchmark and lower carbon emissions relative to benchmark
# | ower-Carbon bond and Equity strategies: # Biodiversity-screened exchange trade fund (ETF): HSBC
Invest in companies seeking to lead in lower-carbon developed the first biodiversity screened equity index
activities to achieve significant overall carbon family and Asset Management launched the ETF
Carbon reduction of the portfolio compared to benchmark i Biodiversity trackﬁng the index in 2022. This is the fir.st investable
solution to allow nature considerations in an
investment portfolio. It screens companies for several
factors, such as higher Corporate Biodiversity Footprint
scores (Iceberg Data Lab)
¢ Paris Aligned Benchmark ETFs: Deliver portfolios # Circular economy: Invests in companies leading
aligned to 1.5°C global temperature rises circular economy innovation
¢ Net zero # Sustainable passive strategies: &y Sustainable # Green transition: Invests in companies driving transition
~m  themes Support lower exposure to climate risks & themes across EU
# Sustainable Healthcare: Invests in sustainable
healthcare themes and products
¢ Renewable energy infrastructure in Asia: To help ¢ Climate Asset Management: Invests in activities
drive Asia’s energy transition, we added energy that preserve, protect and enhance nature-based
transition infrastructure expertise capabilities to our Natural assets and carbon sinks. We have received
%& Climate Asia Alternatives team capital commitments of over $650 million for the two

¢ Climate Technology Venture Capital Fund: Provides
opportunities to invest in tech start-ups that address
global climate change challenges

* We are increasingly embedding ESG
considerations and sustainability measures
that reflect the UN Sustainable Development
Goals as part of our investment process and
will continue to expand the number of
portfolios to which they are applied.

* Given regulations are rapidly evolving,
we have developed internal investment
standards, including further developing our
ESG and sustainable investing framework.?”

* \We have expertise in the transition in our
asset class and Responsible Investment
teams, and will be adding further data
science expertise to support sustainability
through the creation of a sustainability
investment solutions lab.

Catalysing broader impact

Our role in the transition includes working with
our stakeholders to help catalyse broader impact.
This includes the investee companies we engage
with and industry collaborations that we
contribute to (see Partnering for systemic
change on page 90).

strategies: Natural Capital Strategy and Nature
Based Carbon Strategy

* As responsible investors, we seek to take an
active stewardship role to help drive positive
change in the companies on our priority list
that we invest in. We believe that good
corporate governance and sustainable
practices help ensure that companies are
managed in line with the investment
interests of our clients.

# Our insights on trends, regulatory changes,
and corporate behaviours are shared with
the public as thought leadership, including
research on topics including just transition,
biodiversity, and the circular economy.

Next steps

We continue to develop our climate capability
with additional data sources, proprietary
research and transition expertise, to help us
provide customers with innovative solutions
and enhanced climate reporting.
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Focus: HSBC Insurance

HSBC Insurance provides a range of products
that aim to meet the protection, health,
savings, investment, retirement and legacy
planning needs of our personal, commercial,
corporate, institutional and private banking
customers globally.?®

We are a signatory to the UN Environment
Programme Finance Initiative’s (UNEP-FI)
Principles for Sustainable Insurance (PSI),
which is a global framework for the insurance
industry to address ESG risks and
opportunities; and we publish our annual
progress updates against the PSI on hsbc.com
and the UNEP-FI website.

We also co-sponsored and co-led the first
ESG underwriting guide for the life and health
insurance sector, which was published by
UNEP-FI PSI in June 2022. This guide provides
a framework for insurers to evaluate a range
of ESG risks and factors on the mortality,
morbidity, longevity and hospitalisation risks
when underwriting; with risk mitigation
strategies alongside best practice for insurers
to consider as well.

Sustainable investments and customer
propositions

As an asset owner, we are working to transition
our investment portfolio to net zero by 2050,

to align with the Group’s net zero ambition.

We adopt a responsible investment approach,
looking out for potential ESG opportunities and
risks when investing our shareholder and
policyholders’ funds.

We continue to increase sustainable
investments across all our manufacturing
entities. For example, during 2022, our
insurance businesses in Hong Kong, Singapore
and France diversified their sustainable
investment allocation via investments through
Climate Asset Management, a joint venture
between HSBC Asset Management and
Pollination (see page 61).

We are working to incorporate ESG principles
into our investment governance and this
includes restricting activities that have a high
adverse impact on the environment and
society, in line with our sustainability risk
policies. For example, we have an internal
policy to support the phase out of thermal
coal-fired power and thermal coal mining in
line with the Group’s 2030 and 2040 phase out
timelines (for further detail see Using policies to
drive change on page 70). Our internal policies
are reviewed annually, to take into account
updates to the Group's sustainability objectives,
ambitions and timelines.

As an insurer, we are working to explore
opportunities to support our customers who
are increasingly keen to create a positive
impact with their investments, by making ESG
funds available in investment linked products.
For example, during 2023, eight new ESG
funds have been introduced across Hong
Kong, France and Singapore covering a range
of investment themes including circular
economy, sustainable energy and the
environment. As of the end of 2023, ten
markets, namely Hong Kong, Singapore,
Taiwan, Philippines, Indonesia, United Arab
Emirates, Qatar, UK, France, and Mexico, offer
ESG fund options to customers through
investment linked products.

Next steps

Sustainability is a key aspect of our insurance
long-term business strategy. \We are continuing
to embed sustainable insurance principles
across our business, including in the products
we design, the investments we make, key risk
considerations and responding to regulatory
changes. We also continue to embed net zero
into our own operations in support of the
Group ambition to be net zero in our own
operations by 2030. This is part of HSBC
Insurance’s wider sustainable operations
initiative, which includes improving energy
efficiency, reducing business travel-related
carbon emissions, investing in digitisation to
reduce paper consumption and collaborating
with our suppliers.
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\Vanaging risk in transition to net zero

Our approach to managing climate risk

The primary role of risk management is to
protect our customers, business, colleagues,
shareholders, and the communities we serve,
while executing our strategy and delivering
sustainable growth. We have designed our
overarching group-wide risk management
framework to help manage our most material
financial and non-financial risks.

We recognise that the physical impacts of
climate change and the transition to a net zero
economy can create significant financial risks for
companies, investors and the financial system.
HSBC may be affected by climate risks either
directly or indirectly through our relationships
with our customers and through macro-impacts
on the economies we serve, which could result
in both financial and non-financial impacts.

Our group-wide risk management framework

To manage climate risks we have developed a
climate risk approach which is tailored to our
business strategy and business model.

Our climate risk approach aims to effectively
manage the material climate risks that could impact
the bank’s operations, financial performance and
stability and reputation. It is informed by the
evolving expectations of our regulators.

We are following a materiality-based approach in
developing our climate risk capabilities across our
businesses by prioritising sectors, portfolios, and
counterparties with the highest impacts.

We continue to make progress in enhancing our
climate risk capabilities, and recognise it is a
long-term iterative process.

We aim to regularly review our approach to
increase coverage, incorporate maturing data,
climate analytics capabilities, frameworks and
tools, and respond to emerging industry best
practice and climate risk regulations. This also
includes updating our approach to reflect how
the risks associated with climate change
continue to evolve in the real world, and maturing
how we embed climate risk factors into strategic
planning, transactions and decision-making
across our businesses.

Climate risk is managed in line with the five
stages of our group-wide risk management
framework, as shown below. For further detail on
our risk management framework, see our Annual
Report and Accounts 2022 (page 132) and
subsequent Annual Report and Accounts.

[l Define and enable

E Identify and assess

E] Manage

B3 Aggregate and report

H Govern

1. Define and enable

Defining climate risk

Our climate risk approach is aligned to the
framework outlined by the TCFD which identifies
two primary risk drivers of climate risk:

¢ Physical risk - risk arising from increased
frequency and severity of extreme weather
events such as hurricanes and floods (acute
risk), or chronic gradual shifts in weather
patterns or sea level rise (chronic risk).

¢ Transition risk - risk arising from the process
of moving to a net zero economy, including
changes in government policy and legislation,
technology, market demand, and reputational
implications triggered by a change in
stakeholder expectations, action, or inaction.

In addition, we have identified the following
thematic issues related to climate risk which
are most likely to materialise in the form of
reputational, regulatory compliance and litigation
risks:

* Net zero alignment risk which arises from
the risk of HSBC failing to meet net zero
commitments or failing to meet external
expectations related to net zero, because
of inadequate ambition and/or plans, poor
execution, or inability to adapt to changes
in external environment.

HSBC Holdings plc Net Zero Transition Plan

* The risk of greenwashing which arises
from the act of knowingly or unknowingly
making inaccurate, unclear, misleading, or
unsubstantiated claims regarding sustainability
to stakeholders.

Incorporating climate risk into our

risk appetite

Our Group-wide Risk Appetite Statement (RAS)
defines the types and level of risks we are willing
to take and supports the oversight and
management of the financial and non-financial
risks. Our climate risk appetite supplements this
and supports the business in delivering our
climate and net zero ambitions effectively and
sustainably. This includes:

* The transition and physical risks that impact
our financial position under current and future
climate scenarios.

¢ The risks associated with not delivering our net
zero ambitions, including our 2030 targets.

Our climate RAS is approved and overseen by
the HSBC Holdings Board. It is supported by risk
appetite metrics and tolerance thresholds. We
have defined additional Key Management
Information (KMI) metrics. Both RAS and KMl
metrics are used to support the assessment of
our alignment with our net zero ambition. They
are reported on a quarterly basis for oversight by
the Group Risk Committee. An overview of our
RAS and KMI metrics can be found in the
Aggregate and report section on page 68.

Incorporating climate risk in our
sustainability risk policies

We have integrated climate risk into our existing
risk taxonomy and incorporated it within the risk
management framework through the policies
and controls for existing risks, where appropriate.
Our sustainability risk policies help define the
boundaries of our business activities and are a
key lever to help manage climate risks at portfolio
and customer-level, and progress towards our
financed emissions targets. These sustainability
risk policies focus on mitigating reputational and
credit risk related to our customers’ environmental
and social impacts (see Using policies to drive
change on page 70).

For further detail on our climate risk approach,
see our Annual Report and Accounts 2022
(pages 221-225) and subsequent Annual Report
and Accounts.
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Climate risk impact on principal risk taxonomy
We monitor the potential impacts of both primary climate risk drivers and thematic issues as part of our Group-wide risk management efforts.
The figure below provides a summary overview of how climate risk might impact a sample of our principal risks.

Overview of how climate risk might impact a sample of HSBC's principal risks

Taxonomy risk types
@ @

Climate
risk drivers

Credit risk

Traded risk

Reputational risk

Regulatory

compliance risk

Resilience risk

Other risk types

Physical
risk

Transition

risk

Our climate risk approach identifies thematic issues such as
¢ HSBC net zero alignment risk and the risk of greenwashing
: which could materialise in the form of reputational, regulatory

¢ and litigation risks

Physical
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) ) e disruption may Disruption
Physical risk ; . trigger short term of critical
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losses commodity weather events
E)_(ample§ of prices, etc
climate risk
impacts on
t_a)::)nomy Shifts in revenue Macroeconomic Negative Cost of changing
risk types pools due to net disruptions for stakeholder Procedures not in business
zero transition countries more perceptions if we line with rapidly management
increase the risk reliant on carbon fail to meet or are evolving systems if certain
T ition risk of stranded assets intensive sectors perceived to have regulatory forms of energy
ransition ris which may result may result in not met our net environment are mandated or
in credit losses market volatility zero ambition banned

@® Material impact on Taxonomy Risk Type

Next steps

As we track our progress in implementing our net zero ambition and managing climate risks, we plan to regularly review and assess the coverage
and effectiveness of our climate RAS and risk policies, including our sustainability risk policies. In doing this, we expect to take into account evolving
regulatory expectations, industry practices, scientific guidance, and progress in real world decarbonisation.

Our approach to nature risk

According to the World Economic Forum, over
half of global GDP, $44 trillion of value, is either
moderately or highly dependent on nature.
Given the close link between climate change
and nature, it is important for us to understand
our exposure to nature-driven physical and
transition risks.

Governments and regulators are beginning to
ask companies for disclosure of nature-related
financial risks. The G7 endorsed the
establishment of the Taskforce on Nature-

related Financial Disclosures (TNFD), with
some countries such as the UK announcing
they will consider how the TNFD
recommendations can be incorporated into
national regulation and legislation. In the EU,
the Corporate Sustainability Reporting Directive
(CSRD) will also require disclosure of material
nature-related risks such as water scarcity and
biodiversity loss.

We have started to assess our potential risks
and dependencies on nature, for example we

have conducted a pilot to understand the
potential impact of water stress on specific
aspects of our financing portfolio. In addition,
we are undertaking a pilot materiality
assessment to identify and assess nature-
related risks of our portfolio in Continental
Europe. We plan to explore options on how
nature risk might be managed through our
risk management framework.
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Tools for climate risk management

Our climate risk assessment tools identify
physical and transition risk exposures and
opportunities to support customers in delivering
their own net zero transition plans.

Our key tools include:

* Transition plan assessments for relevant
corporate customers (see Supporting our
customers on page 52).

¢ Climate risk and ESG scores derived from
our qualitative and quantitative datasets
(see roadmap on pg. 67).

¢ Climate scenario analysis (see below).

¢ Nature scenario analysis pilot (see above).

We intend to enhance and expand these tools
and further integrate them into decision-making
at the portfolio and counterparty levels.

Next steps

We will aim to further refine our climate
and ESG risk scoring methodologies.

A medium-term ambition is to track our
customers’ emission trajectories at a
counterparty level and monitor the
overall pathways of our portfolios — at
sectoral and aggregate levels — for the
most plausible and relevant scenarios.
However, outputs of our models,
processed data, and methodologies can
be affected by underlying data quality,
and we expect industry guidance,
market practice, and regulations in this
field to continue to evolve.

Climate risk assessment
tools support the
identification of climate
risk exposures and
opportunities

Climate scenario analysis and stress tests
We use climate scenario analysis as a forward-
looking tool to assess the potential impacts of
climate risk on our operations, credit portfolio, and
capital. This includes Group-wide regulatory stress
tests, as well as regional climate scenario analyses
required for our subsidiaries, for example by the
Bank of England (BoE) in the UK, the European
Central Bank (ECB) in Europe, the Central Bank of
the United Arab Emirates in the UAE, the Monetary
Authority of Singapore in Singapore, and the Hong
Kong Monetary Authority (HKMA) in Hong Kong.

Our scenario analysis draws on a wide range of
external science-based scenarios, including from
the International Energy Agency (IEA) and the
Network for Greening the Financial System (NGFS).
The analysis simulates potential impacts on
customers’ financials and collateral and provides
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insight on the range of long-term effects climate
risks can have on our wholesale portfolio.

In 2022 we ran a sector-specific scenario analysis
to assess the impact of climate risks under a
range of future scenarios:

* Net zero scenario, which seeks to limit global
warming to 1.5°C above pre-industrial levels by
2100 in line with the Paris Agreement. This
scenario is equivalent to a net zero by 2050
ambition.

¢ Current commitments scenario, which
assumes that climate actions are limited to the
existing governmental commitments leading to
an increase of 2.4°C in global warming by 2100.

* Downside transition risk scenario, which
assumes that climate action is delayed until 2030
but still limits global warming to 1.5°C by 2100.

The potential impacts were measured by
reviewing the modelled effect on our expected
credit losses (ECL) for our corporate customers
and comparing these to a counterfactual

Additional information
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scenario without climate change. The analysis
was focused on the 11 wholesale sectors most
exposed to climate change, which altogether
accounted for 27 per cent of our wholesale
lending portfolio as at December 2021 (see chart
below). For further detail on our 2022 internal
climate scenario analysis exercise, modelling
approach and results, see our Annual Report and
Accounts 2022 (pages 226-230).

This climate scenario analysis exercise helps us
identify and understand the materiality of a range
of climate risks to different segments of our loan
portfolio. However, the use of these models in the
industry is still in its infancy and risk capture is
partial and complex due to inherent modelling
and data challenges.

For example, we have started to consider balance
sheet growth and the impact of our clients’
transition plans in our projections but to develop
further our methodology, we continue to be
dependent on data availability and data assurance.

Effect of climate change on expected credit losses from corporate customers
Relative size of exposures at default and increase in peak ECL under each scenario
compared with the counterfactual scenario (expressed as a multiple)

Exposure Downside Current
Sector level at default Net zero Transition Risk Commitments
Power and utilities X 3 <3x <3x <15x
Construction and building materials ‘ <3x <3x <1.25x
Oil and gas 2 <1.6x <1.6x <1.25x
Automotive 2 <3x <3x <1.25x
Land transport and logistics . <1.5x
Aviation . <2x <3x <1.256x
Agriculture and soft commodities . <1.5x
Marine <2x <3x <1.26x
Metals and mining <1.5x

Source: HSBC Annual Report and Accounts 2022

Next steps

capability across different perils.

¢ improve our RAS metrics,

We plan to continue to improve our climate scenario analysis capabilities, including data,
coverage (portfolio and risk type), and embedding into strategic and business decision-making,
and financial forecasting (for example, annual planning) as we work towards our net zero targets.

For wholesale, we are developing our emissions pathway modelling and working to improve
the way we incorporate customer transition plans into our modelling.

For retail, we are developing a new approach for transition risk modelling in residential real
estate and continue to update our physical risk methodology, including scenario analysis

Alongside this, we intend to continue enhancing our use of climate scenario analysis to:

* inform our strategy by using a range of scenario analysis outcomes, and
* support our customers by identifying the climate opportunities and risks.
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3. Manage

Embedding climate risk in our processes
We have started embedding climate risk
considerations into our day-to-day decision-
making by leveraging our climate risk metrics,
tools, scenario analysis, and policies.

Our Credit Risk Management policy and climate
risk assessment tools support credit reviews and
new financing requests for wholesale customers.
This provides our relationship managers and
credit approvers with insight on corporate
customers’ exposure to climate risk in order to
help inform decisions.

Sector transitions Implementation plan

We also include climate risk considerations in
our Global Mortgage Policy for personal banking
customers. This helps us to identify properties
that are at risk of a climate-related event and
monitor and report any associated exposure.

In the UK, where we hold our largest personal
mortgage portfolio, we have begun to integrate
climate risk data into our decision-making as part
of the mortgage origination process. Our website
provides information for UK customers on the
potential impact of physical risk and home
energy efficiency ratings on mortgage
applications. We have also started integrating
climate risk into other Group-wide risk
management policies, such as resilience risk
policies, and are developing a climate framework
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for Traded Risk. For more detail on incorporation
of climate risk in wholesale credit risk, retail credit
risk and other risk types, see our Annual Report
and Accounts 2022 (pages 223-226) and
subsequent Annual Report and Accounts.

We aim to maintain Group climate risk exposures
within our risk appetite, and aim for our deal
selection to take this into account as outlined in
Integrating net zero into transaction and portfolio
decision-making on page 73.

A key enabler for this is having the right levels
of knowledge, skills, and experience. For more
detail on our training and education see
Strengthening our culture and capabilities on
page 79.

Next steps

We aim to further embed climate risks into our
risk management policies and strengthen the
link between client and transaction-level
business decision-making and portfolio
management. We plan to revise our policies,
processes, and controls iteratively. Developing
a climate-adjusted credit process will be a
critical part of this evolution.

® Phase 1:
Guidance-driven

Current use of climate risk
assessment tools as a guidance to:

¢ Incorporate climate risk
considerations into our analysis
of customers’ creditworthiness,

* Support credit reviews of existing
clients and loan approval for
new money requests, and

# Steer the need for additional
climate due diligence.

Our starting point

We have begun work on a multi-year process
to further integrate climate risk into our
wholesale credit processes (see chart below).

This roadmap is tentative and subject to
evolving regulatory expectations and industry
practices. Our ambition for quantitative
integration into our capital models is

Our roadmap to embed climate risk in wholesale credit processes

® Phase 2:

Quantitative framework

Medium-term ambition to use climate
risk assessments tools help to:

¢ Inform creditworthiness analysis,
ratings, loss given default calculations
and pricing, and

¢ Inform our lending appetite for high
transition risk sectors and guide
portfolio management.

Cx

Our ambition

The roadmap is tentative and subject to evolving
regulatory expectations and industry practices.

contingent upon the necessary model
regulatory approvals.

For our personal customers, we continue to
explore approaches to further integrate climate
in credit decision-making in line with evolving
industry practices and regulatory expectations.

Phase 3:
Credit measurement approach

Long term aspiration to more
comprehensively integrate climate risk
scores and data in capital models to:

* Provide an additional input to assign
clients’ credit ratings, along with
traditional credit rating model inputs.
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4. Aggregate and report

Monitoring exposure to climate risk Board level risk governance forums (see Aligning  portfolio. Recent enhancements include the

Our risk reporting covers RAS and KMI metrics responsibilities and incentives on page 77). addition of RAS metrics for our on-balance sheet
related to our material climate risks, emerging financed emissions in key carbon intensive sector
issues, and potential risk appetite breaches to Our risk metrics are focused on our priority portfolios, to track our progress towards our
enable oversight and mitigation of climate risks. principal risk types, including our exposure to 2030 financed emissions targets.

Both RAS and KMI are reported on a quarterly high transition risk sectors for customers in our

basis to various risk management, Executive and  wholesale portfolio and to climate risk in our retail

RAS metrics
What we report Current metrics Metrics in development

Exposure to high transition risk sectors
Sectors requiring significant transformation efforts
to align their business model to the net zero
transition may become unable to meet financial
obligations and expose us to possible credit losses
on our loan portfolio.

¢ Exposure to high transition
risk sectors as a percentage
of total wholesale corporate
exposure

Financed emissions for our lending activities
Failure to meet our targets in terms of financed
emissions could result in net zero alignment risk
and consequently have a reputational impact.

# On-balance sheet
financed emissions for key
carbon-intensive sectors
with 2030 targets

* On-balance sheet financed
emissions for any
additional, relevant key
carbon-intensive sectors,
where 2030 targets have
been set

Exposure to physical risk in our retail portfolio

. . .
Properties located in areas at high risk of extreme UK properties at high

¢ Properties at high

1 1
. . 1 ) . 1

weather events may expose our portfolio to physical . Ergsécr?ile;'s; high ohvsical | Physical risk foli otherkey
risks in the medium term. rop gnh phy I mortgage markets '
risk in Hong Kong and | I

Singapore ! I

Energy and travel emissions

from our own operations

Failure to meet our targets in terms of own
operations emissions for Energy and Travel could
result in net zero alignment risk and consequently
have a reputational impact.

# Our own operations —
Energy & Travel emissions
reductions vs 2019 baseline

KMI metrics complement our risk appetite metrics and provide additional information to allow for effective climate risk management:

Key Management Information metrics (Selected non-exhaustive)

Exposure to Sustainable finance balances Number of climate related
UK properties which cannot be (for example, sustainable finance as incidents to HSBC premises
upgraded to EPC C or better a percentage of high transition risk (e.g. storms or floods quarterly)

sector balances)

Next steps

We plan to explore options to enhance the As such, we will seek to improve the overall We also aim to consider the impact of

granularity and forward-looking nature of our accuracy and coverage of our metrics through nature-related risks in line with emerging

RAS and KMI metrics. Such improvements enhancements in data gathering and quality regulatory requirements.

will be subject to the availability and maturity control measures (see Strengthening our

of data. culture and capabilities on page 79). As we set new ambitions, we will explore
additional RAS and KMI metrics.
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Governing climate risk

to guide the transition

Climate risk is considered throughout the Group's
governance structure (see Aligning responsibilities
and incentives on page 77 which includes Board
and Executive risk governance, and specialist risk
governance for climate risks).

In addition to these governance bodies, our
climate risk governance is deployed at a regional
level, with global businesses and legal entities’
Chief Risk Officers responsible for ensuring
regional climate risk oversight.

Sector transitions Implementation plan

The climate risk approach is aligned to our three
lines of defence (LOD) model, which defines and
assigns climate risk accountabilities across key
stakeholders. The global businesses, Digital
Business Services, finance, strategy and
Sustainability Centre of Excellence are designated
climate risk owners as first LOD. The group and
regional climate risk teams, risk stewards and
Chief Risk Officers provide second LOD risk
oversight. Risk stewards are responsible for
horizon scanning, and providing challenge and
advice to the first LOD on policy effectiveness
and climate risk management.

Additional information
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Next steps

We plan to regularly review and assess
our governance structures to allow for
appropriate oversight of climate risk,
including net zero alignment risk.

HSBC Holdings plc Net Zero Transition Plan
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Using policies to drive change

The role of policy

Our sustainability risk policies help to set out

our appetite for financing and advisory activities
in certain sectors. Our policies are important
mechanisms for delivering our net zero ambition,
as well as for managing risks (see Managing risk
in transition to net zero on page 64).

Historically, our broader sustainability risk
policies have focused on mitigating the negative
impact of specific sectors on people and the
environment, and targeted geographies where
we have a high concentration of customers in
these sectors facing credit and reputational risk.

Now, in the context of our ambition to transition to
net zero, we are aiming for our policies to be more
forward looking, providing clear signals to our

customers on how our appetite and expectations
for different activities are changing, as well as how
we will consider their plans for the future.

Our policy development process includes
agenda-setting, policy formulation,
implementation and annual review of our
policies. We take input from leading scientific
organisations to help align our policies with
science-based analysis and relevant transition
pathways. We also engage with a number of
our customers, investors, wider industry bodies,
NGOs, regulators and governments to both
inform our approach and better understand the
impact of our policies, including commercial
impact, regional variations, and environmental
and social impacts.

Additional Information

Our net zero-aligned sustainability risk policies aim to:

Identify sectoral shifts Align with a science-based
that are required to achieve approach by reflecting recent
net zero, prioritising those input from scientific and
sectors that contribute international bodies on
most to our financed and transition pathways.
facilitated emissions.

Focus customer
engagement in support
of their net zero transition
and help deliver our financed
emissions targets and manage
climate risks while considering
just transition principles.
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Consider materiality
to drive meaningful change.
We take a risk-based
approach when identifying
in-scope transactions
and clients.

Our sustainability risk policies

Our sustainability risk policies are comprised of our core net zero-aligned policies and broader sustainability policies. They consider cross cutting issues
such as climate change, nature, just transition and human rights (see diagram below).

We determine whether a new sustainability risk policy needs to be introduced, or an existing policy needs to be updated, based on factors such as:

the materiality of risk to our business; our exposure to the sector; the adverse environmental, climate or social impacts related to the sector’s business
practices and outputs; evolving scientific guidance; updated 1.5°C-aligned scenarios; policy and regulatory requirements; and evolving industry practices.
In 2021 we published a net zero-aligned, Group thermal coal phase-out policy, and in 2022 we published an updated, net zero-aligned Group energy policy.
On page 72 we set out the aligned approach we are looking to take across our businesses, including HSBC Asset Management.

Net zero

-aligned Thermal coal phase-out policy

Broader

sustainability Chemicals Mining & Forestry
.. Industry Metals Policy

policies

Policy Policy
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Agricultural
Commodities

World Heritage
& Ramsar
Wetlands

Policy

Equator

Principles

Cross-cutting considerations

Climate change

Nature

Just transition

Human rights

O To see our full list of sustainability risk policies, click here


https://www.hsbc.com/who-we-are/esg-and-responsible-business/managing-risk/sustainability-risk
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Thermal coal-fired power stations contribute
roughly a fifth of global carbon emissions.?”?
Eliminating thermal coal-fired power emissions
is one of the most important milestones along
the road to net zero. This needs to be achieved
while meeting the energy demands of
emerging economies as they transition from
coal to clean energy.

Our thermal coal phase-out policy aims to drive
thermal coal phase-out aligned to science-based
timeframes, recognising the different pace
between advanced and emerging economies.
In turn, our policy supports our progress towards

Our phase-out timeline

2025

¢ Aim to reduce thermal coal
financing drawn balance
exposure by at least 256%

Thermal coal phase-out policy

our financed emissions targets for the power
and utilities and thermal coal mining sectors.

We are engaging with relevant thermal coal
mining and power production customers and
coal to gas/liquids customers on their transition
plans. If no transition plan is produced, or, if
after repeated engagement a customer
transition plan is not consistent with our targets
and commitments, we will formally assess
whether we will provide new financing or new
advisory services and whether we continue to
provide existing financing or advisory services
for that customer.

2030

¢ Aim to phase out the financing of thermal coal-fired
power and thermal coal mining in EU and OECD markets

+ Aim to reduce thermal coal financing drawn balance
exposure by 50%

Reducing coal mining emissions in line with
1.5°C means no new coal mines, recognising
that both thermal and metallurgical coal
contribute substantially to global GHG
emissions. Following the annual review, in
December 2022 we updated the policy to
prohibit finance for new metallurgical coal
mines and to include a 2030 target for absolute
on-balance sheet financed emissions for
thermal coal mining. A further update was
released in January 2024 which includes
clarification that HSBC takes a risk-based
approach when identifying the transactions
and clients to which this policy applies.

o To read the full and most up-to-date policy,
click here

2040

¢ Aim to phase out the
financing of thermal coal-fired
power and thermal coal
mining in other markets

Energy policy

Our energy policy covers the broader energy
system, including upstream oil and gas, fossil
fuel power generation, hydrogen, renewables
and hydropower, nuclear, biomass and
waste-to-energy sectors. An update to the policy
was released in January 2024 which includes
clarification that HSBC takes a risk-based
approach when the identifying transactions
and clients to which this policy applies.

The policy seeks to balance three objectives:

¢ Driving down global greenhouse gas
emissions.

* Enabling an orderly transition that builds
resilience in the long term.

* Supporting a just and affordable transition.

The policy aims to support the phasing down
of fossil fuel sources with the highest

emissions intensity and high local
environmental risks. This includes direct
financing restrictions for the most emissions-
intensive oil assets and energy-related activities
in environmentally and socially critical areas, as
well as projects pertaining to new oil and gas
fields and related infrastructure whose primary
use is in conjunction with new fields. Our policy
also seeks to drive decarbonisation through the
adoption of stringent methane standards.

Regular engagement with our energy
customers on their transition plans is key to our
approach (see Energy Supply on page 25 and
Supporting our Customers on page 54 for
further details on transition plan assessments).
If after repeated engagement a customer
transition plan is not compatible with our
targets and commitments, we will formally
assess whether we continue to provide

financing or advisory services for that
customer taking into consideration their
transition plan and holistic risks, including
strategic considerations.

Guidance from international energy and
scientific bodies highlights that an orderly
transition requires continued financing and
investment in existing oil and gas fields. We
will therefore continue financing for customers
actively engaged in the energy transition, to
maintain supplies in line with current and future
projected declining global oil and gas demand,
while accelerating our activities to support
clean energy deployment and progressing
towards our sector-level 2030 financed
emissions targets.

O To read the full and most up-to-date policy,
click here

Our forestry policy and agricultural
commodities policy, which have been in place
since 2014 and 2018 respectively, focus
specifically on deforestation impacts. These
policies cover the four key agricultural
commodities — palm oil, timber, soy and cattle
products — which drive the majority of tropical
deforestation-related GHG emissions globally.
Our policies require customers involved in the
production of these key agricultural
commodities to operate in accordance with
sustainable business principles. Specifically,
we require customers involved in palm oil
production to obtain certification and

Deforestation in our existing sustainability risk policies

commit to ‘no deforestation, no peat and no
exploitation’. Customers involved with timber
(including pulp and paper) in countries with the
highest risk of non-sustainable practices are
also required to obtain relevant certifications.
We perform due diligence on customers
involved with soy and cattle production where
sustainability risks are high.

Our sustainability risk policies on forestry and
agricultural commodities also specifically refer
to human rights considerations. They include
issues such as: land rights; harmful or
exploitative child labour or forced labour;

the rights of indigenous and local communities,
including the principle of free, prior and
informed consent where their interests are
affected by business activities; community
relations and workers’ rights; and the health
and safety of communities.

Our approach to nature is summarised in Our
vision and strategic approach on page 12. See
also Food, forests and other land use on page
48 for our approach to the transition in this sector.

O To read the full and most up-to-date policies,
click here

HSBC Holdings plc Net Zero Transition Plan
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Focus: Applying HSBC Group policies across our businesses

We have been making progress in applying
our Group policies across the business. For
example, in September 2022 HSBC Asset
Management published its own policy on
thermal coal and, in November 2023, its own
energy policy. As an asset manager it is subject
to separate regulatory and legal obligations to
deliver customers'’ investment interests and
deliver fair outcomes.

Under its thermal coal policy, HSBC Asset
Management will not hold listed securities of
issuers with more than de minimis revenue
exposure to thermal coal in its actively
managed funds beyond 2030 for EU/OECD
markets and globally by 2040. The policy also
includes enhanced due diligence on the
transition plans of investee companies with
thermal coal exposure. Companies held in

investment portfolios that do not develop
credible plans to transition away from thermal
coal could face voting sanctions and ultimately
a divestment of holdings.

Under its energy policy, HSBC Asset
Management will engage with and assess the
transition plans of oil and gas and power and
utilities companies held in its portfolios. It will
also introduce, for its active fundamental
sustainable named funds, an exclusion of listed
issuers whose overall operations are
substantially in unconventional oil and gas,
subject to data availability, and with the level
and scope of exclusions to be set out in fund
prospectuses. In its alternatives business, it will
not undertake new direct investments in
projects associated with the energy-related
activities identified as excluded from new

finance or advisory services under the Group
energy policy. HSBC Asset Management's
policy work will continue to support the
Group's sustainability objectives and the
commitment made under the Net Zero Asset
Managers initiative to support investing aligned
with net zero by 2050.

In addition, our Global Private Banking and
Wealth business, as well as HSBC Insurance,
have internal policies that support the phase
out of thermal coal-fired power and thermal
coal mining within the Group's 2030 and 2040
timelines. This group-wide alignment will
continue to be reviewed as part of our policy
approach. See hsbc.com for our full list

of policies.?®

Policy implementation

Our policies help to define our appetite for
business in these sectors and seek to encourage
customers to meet good international standards
of practice. For customers in scope of our
sustainability risk policies, we will look to take
actions as outlined in our policies, which may
include applying financing restrictions or
enhanced due diligence. Such instances may
require additional review and approval by our
sustainability risk specialists and risk committees.

Our Group risk and compliance function has
specialists who review, implement and manage
our sustainability risk policies (see Managing risk
in transition to net zero on page 64). Our
relationship managers are primarily responsible
for assessing whether our customers meet
applicable policies, with input from technical
experts in our Sustainability Centre of Excellence
and second line review and challenge from risk
colleagues.

Building capabilities across the enterprise is key
to implementation. Relevant employees are
provided with training on our sustainability risk
policies and we provide supporting materials on
an internal microsite. Data requirements are also
being fed into our ESG data utility build and
internal metrics will be important to assess
progress and outcomes.

We continue to review policy implementation

as we apply our policies in practice, engage
customers on their transition plans and consider
how we can support them. We take a risk-based
approach when identifying transactions and
clients to which our energy and thermal coal
phase-out policies apply, and reporting on relevant
exposures, adopting approaches proportionate
to risk and materiality. This helps us to focus our
efforts on areas where we believe we can help
drive meaningful change, while taking into
account experience from policy implementation
over time.

HSBC Holdings plc Net Zero Transition Plan

Just transition and local contexts

Our sustainability risk policies are designed

to take into consideration local contexts and
principles of just transition, reflecting our
guiding principle to be just and inclusive (see
Our vision and strategic approach on page 13
for further detail on our approach to a just
transition).

Under our thermal coal phase-out and energy
policies, we seek to consider (where relevant)
how principles of just transition have been
addressed in our customers' transition plan
assessments. We also outline a number of
common but differentiated policy parameters

for customers outside of the EU and OECD
countries to take into account the differing
local context. We also seek to apply the
Equator Principles to assess and manage
the environmental and social risks of projects
we finance.

The Equator Principles are underpinned by
the International Finance Corporation’s
Performance Standards on human rights,
labour rights and the rights and freedoms
of Indigenous Peoples and communities.
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Integrating net zero Into transaction
and portfolio decision-making

Additional information

Our work to embed net zero into our business model, as described in previous chapters, flows through to our decisions on financing transactions for our

corporate customers and how we manage our financing portfolios. This chapter describes further our approach to integrating net zero considerations into

these activities within our business.

Deciding the transactions we pursue

Since setting our net zero ambition, we have also
begun to embed net zero factors alongside
standard risk-return and other considerations
when evaluating specific individual deals.

We take a top-down view of where to do this,
prioritising sectors and deals with high climate
risk (transition, physical, reputational) and climate
impact (i.e. financed emissions contribution).

Our relationship managers, risk colleagues,
sustainability specialists and wider functional
experts all play a role.

How we do this will continue to evolve as data
and approaches mature, and as science evolves.
Today, when we assess relevant transactions,
we look at the following net zero considerations:
adherence with our sustainability risk policies;
climate-related credit risk; customer transition
plan assessment outcomes (where relevant);
reputational risk considerations; and financed
and facilitated emissions implications (where
transactions are in scope of our financed
emissions disclosures and 2030 targets).

We have dedicated governance for

sustainability-labelled products, with escalation
pathways for deals deemed high risk.

We are also considering how we can effectively
finance the new technologies and business
models that are key to net zero and are
establishing specialist teams within our
businesses and risk teams to help support
transactions related to climate solutions, advised
by subject matter experts from our Sustainability
Centre of Excellence.

For our retail banking customers, sales of
sustainable products are guided by a clear set of
standards. For example, properties must meet
defined green building standards, if available, or
otherwise meet a high standard of energy rating

or have recognised third-party green certification.

Next steps

We plan to continue to evolve how we
integrate net zero considerations into our
transaction processes and controls.

We are testing and developing an analytics
capability that, where relevant, will provide
management and front-line business
teams with:

* an up-to-date view of our financed
emissions profile of our portfolios,

# our position relative to pathways in line
with our 2030 targets, and

# an indication of the financed emissions
impact of a transaction, where material
and relevant, to consider alongside
risk-return metrics.

We expect this to help to guide our
activities towards progressive alignment
of our portfolios with our 2030 financed
and facilitated emissions targets.
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Deciding transactions — customer case study 1

An emerging markets national power producer
customer was seeking additional financing
from us. As part of our approval process, we
evaluated compliance with the Group's thermal
coal phase-out and energy policies, considered
the customer's transition plan and looked at the
financed emissions implications relative to our
agreed portfolio risk appetite metrics. The deal

was discussed extensively at regional and
group level, and we agreed to support the
client on its energy transition subject to the
client re-confirming no thermal coal expansion,
accelerating their thermal coal phase-down
timeline and increasing targets for renewables
expansion. The finance was also ring-fenced
from thermal coal-related projects. Our team

continues to engage regularly with the
management on their transition plans and is
actively pursuing financing support for early
retirement of coal assets and renewables
build-out. This is supported by a formal annual
evaluation of progress against expectations.

Deciding transactions — customer case study 2

We acted as financial advisor to a leading
emerging markets power and utilities company
to support the transition of their portfolio to low
carbon energy generating assets. Through
engaging with the company on their desired
portfolio positioning and how to address their
remaining high carbon energy assets, we

were able to identify a buyer of the one of the
company'’s remaining assets. Through the

HSBC Holdings plc Net Zero Transition Plan

transaction the company was able to release
capital trapped in the high-carbon assets
which could then be used for investments
into renewable energy assets, aligned with
the company'’s 2030 strategy. Further to this
the transaction was structured such that the
buyer was strongly incentivised to improve
and enhance the emissions performance of
the asset.
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Managing our portfolios

Our financing portfolios provide an indication

of how our capital is allocated across customer
groups, industry sectors and geographies.
Integrating net zero considerations into portfolio
management requires new capabilities,
processes and controls.

Our sectoral financed emissions targets introduce
an additional constraint to be managed in our
portfolios alongside traditional parameters such
as credit risk liquidity and financial performance.
We have started to build the capability to provide
an up-to-date view of our financed emissions and
our portfolio trajectory to help inform forward-
looking portfolio management decisions based
on commercial, risk, strategic and climate
considerations.

Our financing portfolios change constantly as
we originate new loans and as customers repay
existing loans. We selectively sell loans in our
portfolios — which are assets on our balance
sheet — to institutional investors to manage our
risk exposures and recycle capital for new
lending (see below).

Scaling green and transition finance while
meeting capital and commercial requirements,
along with the increasing investor demand for
these assets, will increase the need for us to
scale our originate-to-distribute capability.
Likewise, changes in investor appetite may affect
our ability over time to distribute high transition
risk assets from our balance sheet, presenting
additional risk if our exposures to these assets
are not adequately managed.

How we manage our lending portfolios over time

DD/»
i —
o0 -

Lending

transactions
Originate individual transactions,
forming our lending portfolios

Lending
Portfolios
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Next steps

We are working to develop portfolio modelling
capabilities that integrate risk, profitability and
financed emissions to inform decision-making
and determine how to best steer our portfolios
to meet our financed emissions targets and
commercial and strategic ambitions.

We also expect to undertake periodic
forward-looking portfolio reviews covering
our most material customers — considering
our business strategy, commercial metrics,
and net zero considerations. This is to
proactively manage our climate risk and
opportunities and inform longer-term
changes to our balance sheet.

We plan to integrate customer-level
information, such as transition plan
assessments for the most material customers
as inputs into our portfolio-level models

(see Strengthening our culture and net zero
capabilities on page 79).

We expect to further embed net zero in our
approach to redistributing assets from our
balance sheet to investors, for example by
constructing sub-portfolios of green or
transition assets.

Institutional customers

Sub-portfolio A
Sub-portfolio B
Sub-portfolio C

Lending
Portfolios

Manage lending portfolios,
considering risk, financial,
and net zero constraints, with select
sub-portfolios packaged and distributed
to institutional customers

Headroom

Lending
Portfolios

Align portfolios with financed
emissions targets,
while creating headroom for origination
of additional transactions
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Achieving net zero In our own operations

Our own operations

Emissions from our own operations and
supply chain are small relative to our financed
emissions. However, reducing them is a critical
part of becoming a net zero bank.

We aim to achieve net zero by 2030 in our own
operations and supply chain, including 100 per
cent renewable electricity across our operations
and minimising our direct impact on nature.

This means mobilising our entire organisation to
cut our emissions across our energy consumption,
travel and supply chain.

Our approach is to focus first on reducing
emissions or replacing them with low-carbon
alternatives. We will only use high-quality carbon
removal or offsets to remove any residual
emissions from our own operations that cannot
otherwise be reduced from 2030 onwards.

Emissions in our operations and supply chain are
subject to third-party limited assurance (see our
ESG reporting centre?®').

Percentage of electricity from renewable
sources across our own operations

100% Target
(2030)

48% Achieved
(2022)

Greenhouse gas emissions from our own operations

Energy and travel greenhouse gas emissions in tonnes CO,e

Year-on-year

Baseline year

changes 2022 2021 2019
Scope 1" v 19,000 22,000 22,000
Scope 2" v 224,000 307,000 392,000
Scope 3 (category 6) business travel 42,000 12,000 272,000
Total \ 4 285,000 341,000 686,000
Included energy UK v 9,000 10,000 10,400

Energy and travel greenhouse gas emissions in tonnes CO,e per FTE

2022 2021 2019
Total \ 4 1.30 1.62 2.93
Energy consumption in kWh in 000s

2022 2021 2019
Total Group A 4 797,000 833,000 1,050,000
UK only v 222,000 227,000 281,000
Supply chain greenhouse gas emissions in tonnes CO,e

2022 2021 2019
Category 1 - Purchased goods + services A 4 866,000 869,000 830,000
Category 1 — Capital Goods 144,000 127,000 38,000

" Data is subject to PwC's limited assurance report in accordance with International Standard on Assurance engagements 3410
(Assurance Engagements on Greenhouse Gas Statements). For further details, see GHG Reporting Guideline 2022 and
third-party limited assurance report at www.hsbc.com/our-approach/esg-information/esg-reporting-and-policies.

HSBC today

As a bank, our scope 1 emissions are small
relative to the rest of our footprint (see table
above). Although our scope 2 emissions make
up 25 per cent of our 2019 operational emissions
baseline, most of our remaining emissions in
2030 and beyond will come from our upstream
value chain, specifically our suppliers and our
business travel. Reporting methodologies
continue to evolve, in line with industry guidance
and standards, and may result in the restatement
of emissions and baselines.

Energy and travel emissions

In 2022, we exceeded targeted reductions by
reducing energy and travel emissions by 58.5 per
cent from 2019. This is the result of three
important efforts:

[El \We had a 24 per cent reduction in energy
consumption through optimising the use of
our buildings and a strategic reduction in our
office space and data centres.

HSBC Holdings plc Net Zero Transition Plan

Fd We purchased 48 per cent of our energy from
renewable sources by identifying renewable
tariffs and engaging with our landlords.

EJ We reduced our business travel by 85 per
cent, in part due to Covid-19-related
international travel restrictions.

By 2030, we are targeting a 50 per cent reduction
in our energy consumption.

Supply chain emissions

We disclosed our supply chain emissions for the
first time in our Annual Report and Accounts
2022. We saw an increase of 16 per cent since
2019, due to increased total supplier spend. We
are encouraging our largest suppliers to make
their own net zero commitments, and to disclose
their emissions via the CDP (formerly the Carbon
Disclosure Project) supply chain programme.

In 2022, we also revised our supplier code of
conduct, including requiring suppliers to have

a clear ambition statement on their emissions
reduction.

Working with our suppliers

Around 20 per cent of our 2022 supply
chain emissions stem from our real estate
which makes collaboration with our real
estate service partners key.

For example, we identified with our
partners ways to reduce the embodied
carbon emissions of a new project. Using
Bubbledeck solutions and CEM 3 concrete
has reduced the embodied carbon
emissions in the construction phase by an
estimated 39 per cent compared to the
initial design, and recycled concrete from
the project was made available for use
elsewhere.


https://www.hsbc.com/who-we-are/esg-and-responsible-business/esg-reporting-centre
http://www.hsbc.com/our-approach/esg-information/esg-reporting-and-policies
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Next steps

Energy and travel emissions

Our ambition is to reduce our scope 2
emissions to zero by 2030. Since 2019, we
have already reduced our office real estate
footprint by 37 per cent, in addition to a

21 per cent reduction in branches. We are
using new technology and working with
strategic partners to further improve the
efficiency of our data centres.

We continue to look for opportunities to
procure green energy in each of our markets.
We follow RE100 principles to focus on
creating additional renewable capacity through
power purchase agreements, where possible.
Challenges include the availability of green
tariffs in some of our emerging markets and
dependency on our landlords to purchase and
report the use of renewable energy.

We closely manage travel activity through
internal reporting and review of emissions, and
through the introduction of internal carbon
budgets. We have reduced the number of
vehicles in our fleet by 24 per cent since 2019.
We are now aiming for new vehicles to be fully
electric or hybrid where possible.

Supply chain emissions

We have over 20,000 suppliers, at different
stages in their sustainability journey. We aim

to support their transition while navigating
external factors and challenges and considering
just transition principles. We will aim to use
procurement as a lever to reduce our supply
chain emissions, being mindful of the business
criticality of certain goods and services.

Having made a start in 2023 with high-emitting
categories, we are continuing to develop
decarbonisation-focused category plans to
engage suppliers and help deliver alignment
with our net zero ambitions. We will look for
opportunities to use our own capabilities and
relationships to help suppliers decarbonise
their operations.

We are targeting the
purchase of 100 per
cent renewable
electricity by 2030,

and an interim target
of 90 per cent by 2025.

Alongside our net zero operations ambition,
we aim to be a responsible consumer of
natural resources. As a global organisation,
our branches, offices and data centres may
be located in or near areas of water stress or
protected areas of biodiversity.

We have introduced a green leasing
programme so that new premises help
support natural resource management and
decarbonisation. In addition, we look to
achieve LEED or equivalent certification for
our construction projects in key premises.

Focus: Nature and our own operations

Approximately 58.5 per cent of our global
offices, branches and data centres are located
in areas identified as being subject to high and
very high water stress, accounting for 39.7 per
cent of our annual water consumption. These
are predominantly urban or city centre
locations with large, concentrated populations.

Although our industry is a low user of potable
water, we have implemented measures to
further reduce water consumption through the
installation of flow restrictors, auto-taps, low or
zero flush sanitary fittings and, where

applicable, the use of rainwater or grey water
for flushing purposes.

In addition, 1.6 per cent of our global office,
branch and data centre portfolio are in
protected areas. WWe aim to ensure that,
where possible, our premises do not adversely
affect the environment or natural resources in
these areas through our leasing, design,
construction and operational standards.

Our approach to carbon offsetting

Use of carbon credits for residual
emissions from our own operations

Our primary focus in our own operations and
supply chain is reducing our emissions. \We
plan to remove any remaining emissions in
our own operations that cannot be reduced
or replaced by procuring high-integrity carbon
credits, that have undergone third-party
verification, at a later stage.

We are already working on our carbon credits
strategy by engaging with a range of market
participants. This includes exploring what
high-integrity means and potential
opportunities for partnerships to support the
development of carbon removal credits.
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Supporting a credible carbon markets
system

We are supporting initiatives to help accelerate
and build a thriving and credible carbon
markets system. \We are members of HKEX's
International Carbon Market Council and we
are actively engaged with the Integrity Council
for the Voluntary Carbon Market and the
Voluntary Carbon Market Integrity Initiative.
Climate Asset Management, a joint venture
between HSBC Asset Management and
Pollination, is also already building a pipeline
of carbon credits from high-quality carbon
removals (see Supporting our customers on
page 62). To support the training and upskilling
of bank employees in 2023, we also launched
learning modules on the carbon markets as
part of the Sustainability Learning Academy.

We do not plan to use carbon offsets to meet
our net zero by 2050 portfolio financed
emissions target or related interim 2030
sectoral financed emissions targets. We will
also regularly review emerging guidance,
including from standard setters such as the
Greenhouse Gas Protocol and Science Based
Targets Initiative (SBTi), to determine how best
to assess and factor in customers’ use of
carbon credits into our customer transition
plan assessment process.
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Aligning responsibilities and incentives

The role of responsibilities and incentives

Our Group structure is centred around globally
managed businesses and functions, which
operate within the regional legal entities that are
a key part of the execution of our net zero
strategy.

We have established governance mechanisms
to help us consider a range of perspectives —
including from the regions, global businesses
and functions — in the development of our
approach to net zero, as well as to drive
consistency in implementation. Incentives are
used to help drive accountability of performance

towards our net zero ambition and key outcomes.

We expect this governance structure and
approach to incentives to allow us to respond
to the expectations of our internal and external
stakeholders, including regulators. We plan to
continue to review and adapt our governance
and incentives as appropriate to respond to
changing requirements.

Our climate governance

In developing our climate governance, we are
seeking to address three key priorities:

* First, to provide greater clarity regarding roles
and accountabilities to deliver on our
sustainability strategy, including policies,
commercial ambition, climate risk
management, data and technology
infrastructure, disclosures and our ambition to
support our customers' transitions to net zero.
This includes executive accountabilities for
each of these areas.

# Second, we look to provide strong oversight
of delivery against our ambitions and continue
to enhance reporting on our progress.

* Finally, we aim to strengthen connectivity and
consistency across our global businesses and
functions including, where relevant, on
external reporting and disclosures.

Our climate governance activities are managed
through a combination of existing senior
governance forums that are supplemented by
specific ESG-related forums.

Net zero in our Board-level governance

We have integrated climate into existing
governance at the highest levels of the
organisation. This gives our leaders and
decision-makers oversight, responsibility and
executive ownership for achieving our net zero
ambition. The Board has overall oversight and
accountability for our sustainability and wider
ESG strategy and overseeing its delivery.

HSBC Holdings plc Net Zero Transition Plan

We have chosen to embed ESG matters,
including climate, as a standing item in each
Board agenda instead of having a separate Board
sub-committee. Therefore, progress against
execution of our net zero ambitions and key
outcomes is reviewed regularly by Board
members. The topics discussed in 2022 and 2023
included financed emissions targets, net zero
policies, design and delivery of our sustainability
operating model, ESG (including net zero) KPIs
and tracking, ESG governance, customer
transition plan assessments, business
sustainability commercialisation strategies, net
zero financing and investing opportunities and
enablers, carbon markets, and ESG and climate
disclosures.

Board members also receive training on the
net zero transition as part of their ongoing
development and actively engage to build
their skills and experience in this area (see
Strengthening our culture and net zero
capabilities on page 79).

Executive-level governance for climate

Under the sponsorship of the Board, our
executive management is accountable for
developing our approach and sustainability
strategy, leading implementation and reporting
on progress. This work is supported by executive-
level committees that have ownership of specific
topics for sustainability.

In particular, the Group executive-level ESG
Committee has oversight, coordination and
management of the delivery of the Group's ESG
strategy, including the transition to net zero.

It focuses on key policies, material commitments,
stakeholder expectations (including regulators,
investors, NGOs, legal and customers), and
external reporting requirements. The Group ESG
Committee is co-chaired by the Group Chief
Financial Officer and the Group Chief
Sustainability Officer.

A separate, recently established Sustainability
Execution Committee also at the Group executive
level oversees delivery of the Group's
sustainability execution programme — a
multi-year transformation focused on our net zero
ambitions and regulatory requirements. Priorities
for the sustainability execution programme
include financed emissions measurement and
embedding, advancing sustainable financing and
investing, design and implementation of new
business initiatives and business models,
execution of the climate risk programme and
policies, ESG data and infrastructure build and
disclosures, sustainability capability and culture,
and financial planning and monitoring.

Both forums report to our Group Executive
Committee with a clear escalation path to the
Board, who receive regular periodic updates on
progress towards fulfilment of our net zero
ambitions.

The Group Risk Management Meeting also
receives regular updates on our climate risk
profile against appetite, progress made towards
building robust climate risk capabilities, and
development and execution of our sustainability
risk policies.
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Climate-related management governance

We have established additional specialist
sustainability governance forums to support our
executive-level forums with their oversight of
delivery against our net zero ambitions. These
aim to support agile decision-making, with input
from senior colleagues across business lines and
functions who have the relevant expertise
required to accelerate progress on key topics.

For example, the Environmental Risk Oversight
Forum oversees risk activities relating to
environmental risk management, including
physical and transition risks, and the
development and oversight of the net zero, just
transition and nature-related aspects of the
Group's sustainability risk policies. Equivalent

Sector transitions Implementation plan

forums are established at a principal subsidiary
level. These forums have an escalation pathway
to the Group Risk Management Meeting.

Our climate governance has overseen the
development of this transition plan. It will
continue to oversee future updates, as well as
its implementation. The transition plan was
approved by the Group Executive Committee
and the Group Holdings Board, and was not
subject to shareholder approval.

Our governance approach facilitates oversight
and decision-making and helps prepare us to
respond to the opportunities and challenges
associated with our transition to net zero.

Additional information
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In addition to the climate-related governance
described above, we also seek external
perspectives to inform decision-making through
our Climate Advisory Panel. The Climate Advisory
Panel was established in collaboration with several
NGOs, and it comprises a mixture of industry
leaders and experts from across international and
scientific organisations. The panel is tasked with
providing independent advice and challenge
related to our sustainability strategy.

Our climate-linked performance management and remuneration

Investors are increasingly expecting to see ESG
measures within executive pay structures, with
clear links to ongoing climate strategy.
Regulators are also focused on the use of ESG,
including climate-related metrics, within incentive
plans.

To help us achieve our sustainability ambitions,
a variety of objectives linked to our priorities
have been included in the long-term incentive
scorecards of the Group Chief Executive, Group
Chief Financial Officer, and members of the
Group Executive Committee. For example, our
long-term incentive award set out in 2023
includes a 25 per cent weighting for objectives
related to our net zero ambition. This is assessed
over a three-year performance period and
considers carbon reduction in our own emissions
and the cumulative amount of sustainable
finance and investing relative to our $750 billion
to $1 trillion by 2030 ambition, both delivered

by December 2025.

Our approach also considers use of sustainability
measures in performance assessment. Annual
objectives held by members of executive
management are cascaded to their direct reports
in senior management and further down in the
organisation, as appropriate.

The measures incorporated to drive
accountability for both executive management
and the wider workforce are kept under review
each year, and will continue to evolve over time,
to keep pace with our priorities and requirements.

A current measure for relevant Business and
Regional CEOs and the Group Chief Sustainability
Officer (CSO) is the proportion of financed
emissions relating to key sectors — oil and gas
—that have a completed assessment of their
customer transition plans. Also, for example,
sales colleagues in Markets and Securities
Services have objectives relating to growing
revenue from sustainability-related business.

Similarly, senior leadership in Commercial
Banking have objectives to upskill and mobilise
customer-facing teams to drive sustainability-
related customer engagement and business
development. In Risk, managers (including the
Group Chief Risk and Compliance Officer) with
climate risk responsibilities have an objective
relating to climate risk identification and
management, including developing policy and
controls in support of our net zero ambition.

In Asset Management, objectives for senior
management include, subject to duties owed
to clients, mobilising their teams to deliver on
net zero targets and investing to help customers
with their transition to net zero.

Corporate strategy

Our first step toward embedding net zero into
our business was making the transition to net
zero one of the four pillars of our corporate
strategy in 2020. This put our ambition to play
an important role in the transition at the heart
of our organisation. It means net zero becomes
a key part of our top-line oversight structures,
our culture, and our key performance
indicators that measure how we are delivering
on our corporate strategy and that it is linked
to executive performance scorecards and
management reporting.

Each of our business lines and key functions
have defined strategic plans to integrate
climate and sustainability into their business-
line and functional strategies. WWe continue

to embed net zero into our regional strategies,
including considering how different transition
maturities and local development priorities
across our geographic footprint are taken into

Focus: Embedding net zero into our strategy and financial planning

account, for example, affordable energy access
in emerging markets. \We are exploring the

use of climate scenarios to inform our

business strategy.

Financial planning

We have started to integrate net zero
considerations, and taking into account the
bank’s business risks, into our annual and
medium-term financial planning processes.
This includes incorporation of certain aspects
of financed emissions and assessment of
climate stress-testing results as part of the
financial planning process.

HSBC Holdings plc Net Zero Transition Plan
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Strengthening our culture and net zero capabillities

Embedding net zero into who we are

We are working to scale and evolve our net zero
capabilities to meet emerging customer needs,
while adapting to an ever-evolving landscape of
scientific evidence, technological change,
regulations and reporting requirements. This
capability is key to our ability to support our
customers’ transitions and help partner for

systemic change.

Growing our sustainability capabilities
Developing climate and nature expertise by hiring and upskilling.
Building functional capabilities to meet regulatory expectations,

In 2022, we commenced a bank-wide
sustainability operating model transformation

to help embed our net zero strategy across the
business. Our focus was to design and develop
the capabilities and ways of working to help fulfil
our net zero ambition, realise the commercial
opportunity linked to the transition and meet
anticipated regulatory requirements. We have

such as climate risk management practices.

Enhancing ways of working

now established the foundations of this
transformation across four dimensions, which
we continue to build.

Building technical capabilities
Including new data assets, analytics, tools and taxonomies
to support decision-making on net zero.

Enhancing cross-functional collaboration to solve transition challenges and integrating climate and nature considerations into our commercial processes.

Embedding net zero into our culture

Developing a culture with the ability to respond to the evolving transition demands and scientific evidence.
Ensuring colleagues understand the role they can play in supporting the transition.

Next steps

Recognising the scale and complexity of the transformation, we have established a three-year sustainability execution programme. This is a Group-wide
programme to enable the delivery of our sustainability agenda, led by the Group Executive Committee. It involves significant investment in people
—upskilling and increasing capacity — as well as customer propositions, business processes and controls, and data and technology infrastructure.
We have increased spend on sustainability across the Group and expect it to continue to be a key area of investment over the years ahead.

Our Sustainability Centre of Excellence

We have established a new global sustainability Centre of Excellence which is supporting this transformation across each of the four dimensions
above. The Centre of Excellence is a team of sustainability specialists with deep expertise on sector transitions, new technologies, climate data and
analytics, and sustainable finance, policies and regulations. It has a global footprint, so it aims to work effectively and on-demand with our global
businesses and functions, and the regional and country teams serving our customers. Support provided includes:

Oversight
Market-facing £ Supporting the development and execution of our sustainability
Supporting our global businesses to activate commercial B strategy, net zero targets and policies, and informing science-based

opportunities and develop financing solutions to support our sustainability definitions.
R customers' transitions. Our climate transition experts — for example
in energy, heavy industry or technologies such as carbon removal,
clean power systems and hydrogen — advise frontline bankers and
customers on emerging sector trends, new technologies and

transition pathways.

Climate data and analytics

Modelling our financed emissions, overseeing customer transition plan
assessments and engaging in risk management (including stress
testing and credit risk).

o

Upskilling

Regional engagement and partnerships ; A .
Supporting the development of sustainability upskilling programmes.

Supporting our regional CEOs on engagement with governments,
regulators, customers and partners to help drive systemic change.
The Centre of Excellence also inputs to regional climate risk
processes and supports sustainable finance product governance.

=l
EP

The expertise in our Centre of Excellence complements the ongoing
capability build within the businesses and functions (see next page).

HSBC Holdings plc Net Zero Transition Plan
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How the sustainability Centre of Excellence supports the global businesses and functions

Global
Banking and
Markets, and
Commercial

Banking

Businesses
Expertise being Accelerators currently being
embedded in developed in collaboration
businesses with the CoE
Develop Support engagement

sustainability strategy

Frontline hires and
dedicated teams —
ESG talent in lending,
capital markets, and
MSS

Upskilling - Banking
certifications, tailored
training and practical
workshops

Collaboration -
Champion and
ambassador networks

with most material
customers by providing
expertise

Support transition
plan assessments for
high-emitting customers

Conduct training for
relationship bankers
on latest transition
technologies

Collaborate on financed
emissions through
analytics

esccscsccel

Functions

@

¢ Provide deep expertise to build
commercial differentiation

# Help catalyse systemic change by
engaging beyond HSBC

: Region- Technol Policy,
Centre of specific echnology standards

: i Excellence transition and o partnerships
(CoE) expertise expertise expertise

TN 2

collaboration with the CoE

Accelerators currently
being developed in

Expertise being
embedded in
functions

Set data definitions and
sourcing requirements

Data gathering and
distribution, vendor
management and use
case execution

ESG
Dedicated Support on proposition © Data Utility
sustainability teams — development and Collaboration :
strategy development investments & knowledge  |hform internal Incorporate climate into
and partnering to sha.rlng taxonomies and strategic planning
@ develop PICPESIES reporting framgworks Environmental/climate Q
and customer journeys : in line with evolvm.g reporting and @
Upskilling — Academies, 2§ CERLEE STLIN P standards, regulations frameworks
Wealth ESG hub and learning : and policies : 4 lobal
and Personal . : Stress testing expertise Globa
Banking accreditation Finance
: Collaborating — : :
Ambassador networks :
Embed climate into Physical and transition
: : . . credit risk by providing risk methodologies i
Developing region Advise on regional deep expertise on embedded into credit
specific sustainability climate challenges : emerging technologies processes
strategies — across the : . )
@ rateg : Support regulator RITISP [ 3 Deepen considerations
Middle East, Asia and engagement : .
gag Qooeeeee of broader risk types .
Europe Risk &
Regional Develop networks of Sustainability metrics Compliance
CEOs climate leaders and reporting

How we are embedding net zero in our culture and capabillities

B Growing our sustainability capabilities

We want our employees to feel confident

articulating and helping to deliver our transition to
net zero. This includes understanding why net zero
is important for our customers, communities and
wider stakeholders, and the role that we can play.

Boosting expertise

As described above, we have hired external
experts to bring specialist industry, sector and
technology expertise into key parts of the
business, as well as in the Centre of Excellence.

We have made progress across the organisation,
successfully recruiting senior sustainability roles.
In 2021, we appointed our inaugural Group Chief
Sustainability Officer into the Group Executive
Committee. We have strengthened climate
leadership expertise in our regional leadership
teams and appointed sustainability leads in each of
the global businesses and functions. Our businesses
and functions have also made frontline hires and
created dedicated sustainability teams.

HSBC Holdings plc Net Zero Transition Plan

These teams provide focus and capability to
develop our transition solutions in support of
customer needs and to respond to regulatory
requirements. For example:

¢ Global Banking and Markets (GBM): GBM has
appointed global and regional sustainability
leads and has embedded sustainability talent
into frontline roles to structure sustainable
bonds, sustainable loans and real asset
finance. A dedicated sustainability team in
Markets and Securities Services (MSS)
supports proposition development and
employee upskilling and engagement.
There is also a dedicated ESG Solutions team
which provides advice, expertise and financing
ideas to clients and works closely with sector
experts in natural resources, chemicals,
transport and other sectors.

¢ Commercial Banking (CMB): CMB has an
established leadership team with sustainability
heads appointed across regions. CMB has also

formed dedicated sustainable finance
origination teams and is building out venture
debt coverage.

¢ Wealth and Personal Banking (WPB): WPB has
established a sustainability team to coordinate
and catalyse proposition development in retail,
private banking and insurance. HSBC Asset
Management has virtual sector teams that
define and assess ESG materiality frameworks.

* Risk and Compliance: Dedicated climate and
sustainability teams are well established which
develop and integrate policies, processes,
methodologies and tools to meet evolving
business and regulatory needs.

* Global Finance: This team has expertise in
climate stress-testing and ESG reporting.

* Digital Business Services (DBS): DBS has set
up teams to oversee the development and
establishment of our ESG data utility and the
delivery of our net zero operations programme.
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Net Zero in Practice

In 2023, we introduced a new series called
Net Zero in Practice, which involves live
briefings from Centre of Excellence experts
for colleagues across the Group.

The briefings primarily cover the new
technologies that our employees need

expertise in as part of our role in financing
the transition. Topics have included clean
electrification, carbon removal, utilisation
and storage, and hydrogen in the net
zero economy.

Additional information
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Next steps

In the short term, we plan to continue to
hire from industry and beyond to deepen
our bank-wide specialist capabilities. Hiring
continues to be a challenge with high
competition from peers and industry,
particularly in our emerging markets.

Upskilling

We need to continue to increase the capabilities
of our people as we embed net zero and
sustainability considerations into our core
business. We do this through online training,
practical workshops, leadership development
and sharing on-the-ground experience from
deals and customer interactions.

Board members receive climate-related education
during their induction and net zero is a key part of

Non-Executive Director summits and Board

deep-dive sessions. Our most senior leaders attend

an ongoing Enterprise Leaders Programme, with
sessions on core transition topics.

To help drive bank-wide upskilling, we launched
the HSBC Sustainability Academy in 2022. This

currently offers over 200 comprehensive modules

on net zero policies, nature restoration and
preservation, climate science, new technologies
and sustainable finance. We routinely assess
evolving learning needs to help ensure that our
training materials are up to date. For example,
on nature, we added topics such as regenerative
agriculture. We also run regular online sessions,
such as the Net Zero in Practice series (see box
above).

Tailored climate learning pathways

We are also introducing additional ways of learning,
such as bespoke interactive workshops, to help
colleagues perform in their specific roles, such as:

* Industry transition: Sector and technology-
focused workshops for coverage bankers
working with high transition risk customers.
\We have started hosting panel discussions
with customers to share their challenges and
opportunities. There are business-specific
modules for sectors and technical areas.

* Sustainable finance and investing: Regular
teach-in sessions with industry experts —
including a Sustainable Investment Academy
and Sustainable Banking Academy. We support
colleagues to obtain external certifications and
accreditations, such as the CFA Institute
Certificate in ESG Investing and the Fitch
Learning Certificate on ESG Fundamentals.

* Climate risk: Targeted upskilling content on
climate risk for traders and risk managers
in MSS. We are building climate and
sustainability risk into bank-wide training
offerings. Risk colleagues across select regions
are offered climate and sustainability risk
certifications, including the Global Association
of Risk Professionals’ Sustainability and
Climate Risk Certificate.

We use practical experience in customer
engagement and proposition development to
support upskilling. Frontline teams present
customer solutions via internal webinars to
discuss their experiences and best practices,
joined by sustainability specialists.

9
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62%

In addition to mandatory sustainability
training, 62 per cent of employees
completed specific sustainability-related
learning in 2022, increasing from 17 per cent
in 2021. For example, over 98,000 unique
learners undertook climate risk modules.

72%

of colleagues felt equipped to help HSBC
reach its sustainability goals according to our
2022 annual employee survey.

“I'm a data specialist
with little knowledge

ﬁ% of sustainable
reporting or
taxonomies”

“I'm a senior
executive who

ﬂ% wants to deepen my
expertise on the most
critical climate topics”
“I'm a banker who
needs sector-specific

ﬁ% information to help

the customers |
support transition”

Develop Understanding
Foundational

HSBC Delivering a Net Zero Future
e-Learn Modules to introduce core net
zero concepts and HSBC's role

HSBC Climate Risk e-Learn Modules
Insight on critical risk topics for

HSBC and its customers to inform
decision-making

Global Research subscription
Insights from HSBC Global Research on
key investment themes and trends

GB Sustainable Finance Hub
Includes reports, research and
case studies

HSBC Holdings plc Net Zero Transition Plan

Deepen Knowledge
On-demand modules

Technical series

Relevant technical concepts for data
management and disclosures e.g.,
sustainability and ESG reporting,
stress testing

Sustainability concepts series
Emerging sustainability concepts e.g.,
natural capital, just transition, to ensure
latest knowledge

Net Zero in Practice series
Sector insights to shape customer
conversations and leadership agenda

Net Zero in Practice series

Sectors relevant to customer portfolio,
e.g., Oil and Gas with insights including
transition journeys

Sustainability finance series
HSBC's sustainable finance and
investment products, e.g., case studies

Build Capability
Sustainability in practice

Virtual classroom workshops
Supports application of technical
modules e.g., case study on the risk
of greenwashing

Sustainability Leadership Programme
Extended course for leaders, including
capstone project and certificate of
completion at the end

Climate Leadership Summit
Flagship onsite seminars available to
senior leaders

Virtual classroom workshops
Helps advance bankers’ knowledge and
apply insights e.g., expert masterclasses

Live workshops

Case-study driven workshops focused
on application e.g., role play on product
advisory and structuring
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Next steps

Initiatives to strengthen upskilling in 2024 and
beyond include:

¢ Mapped learning pathways, with content
specific to roles and targeted
communications on upskilling.

* Ongoing collaboration with external and
internal experts to develop leading
educational content.

* Providing additional sector and technical
content to keep pace with technological
developments.

¢ Enhancing frontline customer relationship
management tools to embed customer
transition plan and ESG risk insights.

# Scaling best practice through learning
by doing.

B Strengthening technical capabilities: transforming our ESG data

Data that is high quality, comparable, consistent and easily accessible is key for business decision-making, as well as measuring and disclosing our
progress towards net zero. We are in the process of implementing a robust data strategy, which includes re-architecting technology and processes.
Current ESG data challenges include:

Building an ESG data utility
We are investing to develop our wider ESG data
and analytics capabilities.

Lack of standardised industry definitions —
making it hard to source consistent data to compare customers’
net zero and wider ESG performance, and impact on nature.

[l

We are building an ESG data utility to provide
a centralised, trusted source of reusable data
assets that can be provisioned across our
businesses, functions and Centre of Excellence
to support sustainability initiatives.

Diverse data sources and structures —
o ‘o  complicating data collection, consolidation and vendor selection.

The ESG data utility will build data assets,
dashboards, analytics and applications to deliver
key requirements. This includes financed
emissions, climate scenario analysis and stress
tests, sustainable finance disclosures, policy
implementation, climate and wider ESG risk
management, and frontline business enablement
(for example, customer transition assessments
and ESG scores) as well as portfolio decision-
making and optimisation.

and growing use of models and proxy data to close these —

u Data gaps internally and throughout industry,
leading to increased uncertainty and lack of transparency in results.

We are a global bank that operates across over 60 jurisdictions —
resulting in a complex mix of evolving regulatory requirements to navigate.

Next steps

We plan to continue to enhance our ESG data and platform capabilities to meet internal needs, while meeting future

Short term mandatory disclosure requirements. Our short-term focus is on resolution of priority data gaps and enhancing our controls
environment, as we continue delivering on required data use cases. For example, we aim to make re-usable climate data
easily consumable through self-serve ESG dashboards and marketplaces.
We aim to consider new requirements — for example in nature or emerging jurisdictional sustainable finance taxonomies —

Medium as we continue to enhance our data utility. We plan to continue to invest in systems infrastructure to address data gaps,
term reduce cost of delivery and increase the consistency of ESG data. This will include identifying the right data vendors to

contribute to re-usable datasets for bank-wide use. We plan to develop data assets that support the wider portfolio
management and sector financed emissions scenario analysis.

Long term We are focused on automating our processes and scaling the ESG data utility to keep pace with evolving requirements.

HSBC Holdings plc Net Zero Transition Plan
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Enhancing ways of working

Supporting effective collaboration and bringing
together a range of perspectives and expertise
helps effective decision-making to better support
our customers’ transitions and accelerate
innovation.

Examples of cross-enterprise collaboration
underway to embed net zero considerations into
strategic and commercial processes include:

* Policy review and development: experts from
the Centre of Excellence, risk, legal, global
businesses, regional teams and investor
relations team input to shaping our
sustainability risk policies.

* Credit risk: our risk teams work with frontline
bankers and the Centre of Excellence to assess
climate-related customer risk exposures and
credit terms for relevant new deals in high
transition risk sectors. They also look at
conditions for nascent net zero technologies
and new climate tech businesses.

¢ Transition plan assessments: where additional
oversight is required of the completed
assessments, a panel made up of senior
representatives from the Centre of Excellence,
global businesses, legal and risk teams consider
transition risk, policy compliance, reputational
risk and financed emissions impact.

* Financed emissions: a cross-business and
function committee with representation from
our regions steers our climate aligned finance
work, including implementation requirements
for financed emissions data, targets and
portfolio alignment.

Sector transitions Implementation plan

We have also established initiatives to share
sustainability best practice among our
employees. This includes global ambassador
and champion networks across our businesses.
These networks include sustainability specialists
who can help to drive the sustainability agenda
in their regions and teams. For example, in GBM
and CMB the ambassador networks act as a
sounding board for new climate products and
initiatives. The CMB Sustainable Finance
Ambassador network in the UK has over 1,000
members and the ESG Ambassador Programme
in our private banking and wealth business has
over 160 ambassadors across 20 markets.

Additional information
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Next steps

We are focused on scaling, deepening and
extending our enhanced ways of working.
Our recently launched Sustainability
Execution Programme is working to embed
ownership and collaboration on net zero
across the Group.

We are also establishing working groups of
multidisciplinary experts focused on new
climate technologies such as batteries and
clean hydrogen. These combine wholesale
banking expertise, technology experts from
the Centre of Excellence and experienced
risk stewards who look at how we can
match our strengths with opportunities to
scale financing.

B Embedding net zero into our culture

We aim to strengthen our existing culture so

that our colleagues understand and are motivated
by their role in our transition journey. This requires
commitment, a step change in learning,
collaboration and innovation, the confidence

to work with new technologies and business
models, and the ability to respond flexibly to
evolving market realities and scientific evidence.

Our culture is defined by the shared attitudes,
beliefs, values, and norms that shape our
behaviour. Our aim is to integrate a net zero
mind-set through employee touchpoints to
support colleagues to adopt the behaviours
and practices that will transform our culture.

Our strategy, purpose and values are helping us
to embed our net zero ambition. Our values are:
we value difference, we succeed together, we
take responsibility, and we get it done. These
values include our conviction that what we do
impacts people’s lives, communities and the
planet. We take this responsibility seriously.

We believe that our success requires us to
collaborate, set bold ambitions and remove
barriers.

We promote diversity of thought to support
constructive challenge and debate among
colleagues. Alongside this, we prioritise a
speak-up culture that allows colleagues to

HSBC Holdings plc Net Zero Transition Plan

raise concerns through appropriate channels,
including HSBC Confidential, if they feel our
values or processes are not being followed.
These key tenets of good conduct are equally
important in delivering on our net zero ambition.

Part of strengthening our culture is harnessing
our colleagues’ passion and energy by
empowering them to learn and embrace new
opportunities with our customers and partners.
For example, our employee-led global Climate
Action Network held the second Climate Action
Festival in 2022 to raise awareness, through talks
and Q&A sessions, of our net zero strategy and
how employees can contribute. In total 3,500
employees attended, with 86 per cent reporting
an increased understanding of our ambition.

Next steps

We will continue to develop our net zero
aligned culture, including through the
implementation of evolved sustainability
metrics, employee incentives, performance
rmanagement and education.
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Vleasuring progress

Developing our metrics

Measuring progress towards achieving our net
zero ambition is a key part of the principle of
transparency and accountability that we want to
apply to our transition planning. The figure to the
right provides an overview of the metrics we are
currently using and considering for future use

to track progress against our net zero
implementation.

We aim to be transparent on the metrics we

use, our progress against them, and any data
and methodological challenges that exist.

We recognise there is more to do. This chapter
highlights metrics we disclose publicly today, the
internal metrics that help inform decision-making
and the metrics we are exploring for use in the
future.

Additional information
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Our metrics for the transition to net zero

HSBC today

07 In development/
under consideration

Financed emissions

Thermal coal financed emissions

Measuring the transition
of our portfolio

Supporting

l
l
[ Thermal coal exposure ]
l

[ Facilitated emissions

Sector ratios & technology
mix metrics

our customers

Sustainable finance and investment ]

Measuring our
transition solutions

[ Climate technology investment ]

l Natural capital investment ]

Financing for the managed
phaseout of coal assets

[ Achieving net zero in our own operations and supply chain ]

Embedding net

zero into the way [

Managing climate and nature risk ]

we operate l

Executing our transition plan ]

Partnerships with industry actors ]

Partnering for l

systemic change l

Philanthropy ]

An evolving process

We aim to evolve our metrics and refine our
methodology in line with regulatory changes,
disclosure rules and industry practice and
standards. We currently report against metrics
informed by standards including from the
Greenhouse Gas Protocol (GHG), the Partnership
for Carbon Accounting Financials (PCAF), the
World Economic Forum’s (WEF) and the
Sustainability Accounting Standards Board
(SASB). We aim to adopt the IFRS sustainability
disclosure standards which are based on the
recommendations of the Taskforce on
Climate-related Financial Disclosures (TCFD), as
and when adopted by relevant jurisdictions.

We are establishing an ESG data utility to help
streamline and support data needs across the
organisation, from regulatory reporting through to
business use cases. Where appropriate, we work
with data providers and scientific organisations
to gather data and use forward-looking scenarios
as we seek to improve our analysis. We also
depend on climate-related data from customers
and vendors, including emissions data, targets
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and transition plans. Currently this is a major
challenge as data is incomplete, given limited
disclosures, and can be inconsistent.

The methodology and data to assess financed
emissions and set targets continues to evolve.
We expect industry guidance will change. As
part of our net zero principle to be science-based,
we plan to continue to engage with regulators,
greenhouse gas accounting and disclosure
standard setters and industry bodies to help
shape our approach to measuring financed
emissions and managing portfolio alignment

to net zero.

As detailed in Our approach to sector transitions
on page 14, we expect that the scenarios we use
in our analysis will be updated periodically. We
plan to refine our own analysis of financed
emissions as scenarios, data, methodologies
and the progress of our clients more broadly
evolve in the years ahead.

Metrics, taxonomies and practices for sustainable
finance are continuing to emerge and evolve
across the jurisdictions in which we operate.

As we consider evolving industry standards

and as regulatory guidance evolves, our
methodologies, disclosures and targets may
need to change.

Nature is perhaps the most nascent area where
requirements for how we assess and manage
risk will evolve. We have participated in different
pilots ahead of the launch of the Taskforce for
Nature-related Financial Disclosures (TNFD),
have started collecting data on customers’
actions to protect natural capital and biodiversity
in transition plan assessments, and are measuring
the impact of our own operations on nature.
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Assurance of our data and disclosures

We seek enhanced verification and assurance on

data and reporting processes used for key aspects

of our annual disclosures, where considered
appropriate. In addition to internal controls and
assurance reviews, PwC provided independent
limited assurance reports on the following recent
environmental related disclosures and metrics:

* Green Bonds Report 2022

* On-balance sheet financed emissions
disclosures in our Annual Report and
Accounts 2022.

* Asset management financed emissions baseline
published in 2022 (using 2019 data) and covering
38 per cent of assets under management.

# Sustainable finance and investing volumes
related to our aim to provide $750 billion to
$1 trillion in the decade to 2030 in our Annual
Report and Accounts 2022.

* Emissions data related to our operational scope
1, 2, and 3 (business travel) greenhouse gas
emissions and supply chain emissions data in
our Annual Report and Accounts 2022.

1. Supporting our customers

A. Measuring the transition of our portfolio

Financed emissions

Financed emissions is the key metric that we

use to measure the transition of our portfolio.
Our ambition to become a net zero bank means
working to align our portfolio financed emissions
to net zero by 2050. In 2021, as part of our
Net-Zero Banking Alliance (NZBA) commitment,
we agreed to set 2030 on-balance sheet financed
emissions targets aligned to a 1.5°C-aligned
transition pathway for key carbon-intensive
sectors where data and methodologies allow.?%?
Financed emissions link the financing we provide
to our customers with their activities in the real
economy to indicate the greenhouse gas
emissions associated with those activities. Our
approach for financed emissions accounting
does not rely on purchasing offsets to achieve
any financed emissions targets we set.

In our Annual Report and Accounts 2021, we
started measuring our on-balance sheet financed
emissions for two carbon-intensive sectors: oil
and gas; and power and utilities. In our Annual
Report and Accounts 2022, we disclosed
financed emissions for four additional sectors:
cement; iron, steel, and aluminium; aviation;

and automotives (see table below). We disclose
annual progress towards our targets as part of
our annual financial reporting. Going forward, we
are working on assessing financed emissions for
our real estate sectors and agriculture, however
these sectors are particularly challenging from

a data availability and quality perspective.

Our financed emissions

The financed emissions baselines and targets

we have set to date consider on-balance sheet
financing, including project finance and direct
lending. Our methodology is based on the PCAF
Global GHG Accounting and Reporting Standard,
with the recognition that the methodology and
data quality and availability continue to evolve
(see our Annual Report and Accounts 2022 for
more detail).

For financed emissions target setting we have
focused on the sectors in our portfolio that we
consider the most material in terms of carbon
emissions. For each sector we have selected
the part of the value chain we consider to be
responsible for most emissions and where
companies can have the biggest influence on
that sector’s decarbonisation. For example,
focusing on vehicle manufacturing rather than
car part suppliers in the automotive sector. The
primary activity of our customer determines their
sector classification (e.g. vehicle manufacturing)
and therefore whether they are covered by a
sector financed emissions target. Companies
whose primary activity does not fall within the
part of the value chain covered are excluded
from the analysis. This is done at the level of the
parent company rather than subsidiary due to
the way that companies report their financials
and ESG metrics.

Where company-specific data is unavailable, we
seek to apply industry averages in our analysis,
particularly for the economic value used in our

estimates, production data for some sectors,

and calculating project-specific emissions for
project finance. As data improves, we expect that
estimates will be replaced with reported figures.
Meeting our 2030 financed emissions targets will
require strong policy support across our markets,
as well as the immediate and significant
deployment of public and private capital. Further
external dependencies include a significant
increase in global renewable power generation,
energy efficiency improvements and the faster
scaling of low-carbon solutions for heavy
industry, shipping, aviation and buildings.
Without this, the global demand for fossil fuels
will not shift at the required speed and scale

(see Sector transitions from page 20).

For further details on our methodology,
assumptions, data quality scores and the relevant
science on which our financed emissions targets
are based, please see our ESG Data Pack.?®

We have set out in the table below our baseline,
progress and defined targets for the on-balance
sheet financed emissions for the following
sectors: oil and gas; power and utilities; cement;
iron, steel and aluminium; aviation; and
automotive, as published in our Annual Report
and Accounts 2022. \We expect some of these
numbers to be updated in our Annual Report
and Accounts 2023.

Sector 2019 baseline 2020 progress 2030 target Unit284 Target type
Oil and gas 88 30.1 (34) per cent Mt CO,e Absolute
@ Power and utilities?®® 589.9 509.6 138 tCO,/GWh Intensity
Cement 0.64 0.64 0.46 tCO,/t cement Intensity
o e 18 2 1,05 (1.43) 1CO,/t metal Intensity
Aviation 84 103.9 63 tCO,/million rpk Intensity
Automotive 191.5 176.2 66 tCO,/million vkm Intensity
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When assessing the changes from 2019 to 2020,
it is important to emphasise the long-term
commitment that is needed to meet our 2030
interim targets and how changes to exposure
and market fluctuations impact yearly updates.
Movement from one year to the next may not
reflect future trends for the financed emissions
of our portfolio. As we are at the beginning of
our journey to track and measure progress, we
believe it would be premature to infer future
trends from the 2019 to 2020 progress at this
stage. In addition, the Covid-19 pandemic led to
anomalies in our portfolio’s financed emissions
for 2020. For some sectors, our financed
emissions baseline will be different from the IEA
NZE 2021 reference scenario baseline. Where we
have applied an absolute reduction target such
as for the oil and gas sector, and the target is
defined as a percentage reduction from the
baseline, they will be the same. Similarly, when
the sector portfolio intensity is very similar to
that of the global average, the baselines may

be the same.

Sector transitions Implementation plan

We plan to report financed emissions and
progress against our targets annually and to
be transparent in our disclosures about the
methodologies applied. However, financed
emissions figures may not be reconcilable or
comparable year on year, and targets may
require recalibration as data, methodologies
and reference scenarios develop.

Thermal coal financed emissions

and financing exposures

In 2022, we set separate targets to reduce
on-balance sheet financed emissions for thermal
coal-fired power and thermal coal mining in
relation to our thermal coal phase-out policy.
However, upon further review, we have
confirmed that the majority of thermal coal-fired
power entities in scope are included in the power
and utilities target referenced above. To avoid
duplication, we have therefore decided to
discontinue tracking and reporting thermal
coal-fired power financed emissions separately
from our power and utilities sector. We have also

Additional information
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set targets to reduce our thermal coal financing
drawn balance exposure, as set out in our

thermal coal phase-out policy (see Using policies
to drive change on page 71).

We had reported on thermal coal exposures in
earlier disclosures, but as part of our Annual
Report and Accounts 2022 we acknowledged
that our processes, systems, controls and
governance were not yet designed to fully
identify and disclose thermal coal exposures,
particularly for exposures within broader
conglomerates. We continue to assess the
reliability of our data and review our basis of
preparation with the aim of reporting relevant
thermal coal exposures aligned to our thermal
coal policy in future disclosures.

In July 2021, HSBC Asset Management
signed up to the Net Zero Asset Managers
initiative which encourages investment firms
to commit to manage assets in line with

net zero emissions by 2050.

In November 2022, we announced our
ambition of reducing scope 1 and 2 emissions

by 58 per cent to 2030, covering 38 per cent

t0 $193.9 billion as of 31 December 2019,

of total assets under management, amounting

and consisting of listed equity and corporate
fixed income.?®

We chose the baseline year of 2019 for

our calculations as it offered a more
representative indication of the level of
emissions intensity than the years affected by
the global pandemic. The emissions intensity
of our portfolio as of 2019 was 131 tonnes of
carbon dioxide equivalent per $million invested
(tCO,e/M$), which is calculated using

Reducing financed emissions in our assets under management

scope 1 and 2 emissions of companies in
our portfolio.

We will work to increase the proportion of
assets under management covered over time
to reach fuller coverage.

For the methodology, PwC's limited
assurance report and details on HSBC Asset
Management's net zero ambition, see
www.assetmanagement.hsbc.com/net-zero.

Next steps

Financed emissions

The methodology and data used for financed
emissions is evolving and we expect industry
guidance, market practice, data availability,
scenarios and regulatory disclosure

the shape of our own business. We expect to
periodically review and, if required, update our
methodologies, baselines, scenarios, and

and evolving guidance and data (see Our
approach to sector transitions on page 14).
WEe also intend to refresh our sectoral targets
periodically as new scenarios are released in
order to reflect, as appropriate, updated
pathway(s) to net zero by 2050. We continue
to work to improve our data collection and
management processes.

requirements to continue to change, along with

targets to reflect real economy decarbonisation

Facilitated emissions

Facilitated emissions are off-balance sheet
emissions that relate to services that we
provide when we support customers to issue
debt and equity to investors. The financial
institutions and/or investors that provide the
capital and hold these instruments will count
the associated financed emissions in their
Scope 3 GHG accounting.

As an intermediary in these transactions we
believe it is appropriate to disclose the fact we
have had an involvement in these facilitated
emissions and set a target for these using a
standard-setter backed methodology. We also
believe that an approach to do so should
recognise that these are emissions linked to
services that we provide, and therefore
fundamentally different in nature to lending
where we are providing finance on our balance
sheet for many years. We aim to publish our

measurement of facilitated emissions and
related target-setting following the recent
publication of the PCAF Global GHG Accounting
and Reporting Standard for Capital Markets.

Sector ratios and technology metrics

We are exploring forward-looking indicators to
help monitor changes in our portfolios over
time (see GFANZ 2022 report on Financial
Institution Net-zero Transition Plans —
Fundamentals, Recommendations, and
Guidance - for example metrics).

\We may consider using these metrics initially
for internal reporting and decision-making
processes, with the potential to include them
in our annual disclosures over time. Tracking
these metrics accurately for all sectors poses
significant data challenges and we expect our
approach to be informed by data availability
and reliability.

HSBC Holdings plc Net Zero Transition Plan
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B. Measuring our transition solutions

Sustainable finance and investment

One of the most significant contributions we can
make to the net zero transition is mobilising
finance to support our customers in their
transition and a sustainable future.

In 2020, we set out an ambition to provide and
facilitate $750 billion to $1 trillion of sustainable
finance and investment by 2030. Since 2020,
we have achieved $210.7 billion of this ambition,
which supports both environmental (green) and
social-related activities (see chart to the right).
Of our progress to 2022, $183.0 billion relates

to green and sustainable activities.

We define sustainable finance and investment
as any form of financial service that integrates
environmental, social and/or governance criteria
into business or investment decisions. This
includes financing, investing and advisory
activities that support the achievement of the
UN Sustainable Development Goals and the
Paris Agreement.

We apply market standards for identifying and
reporting sustainable financing and investing
products. For example, we follow the Green
Loan and Sustainability-Linked Loan Principles
developed by the Loan Market Association,
and equivalent industry bodies in Asia and the
US, to guide the labelling of our lending
products and activities.

We detail the scope and definitions we use in
our Sustainable Finance & Investments Data
Dictionary ('data dictionary’), published with our
annual disclosures. We consider industry practice
in reviewing eligibility criteria. Products which are
excluded from the data dictionary as part of our
annual review are removed from the cumulative
total reporting, including their contribution
reflected in prior year values. Further detail on
our data dictionary and governance approach

is available online at www.hsbc.com/esg.

Cumulative sustainable finance and investment, 2020-2022 ($bn)

/—\ Green and sustainable
\—/ $183.0 billion

Total: $210.7 billion

Social

$27.8 billion

Theme

74.9 (41%) 32.7 (18%) 56.5 (31%) 19.0 (10%)

B Green — use of proceeds B Sustainability linked
Il Sustainable — use of proceeds M Sustainable investment
Product 72.8 (40%) 84.8 (46%) 9 (10%)
6.4 (3%)
B Lending (of which sustainability linked loans: 45.2) M Sustainable investment
B Bonds (of which sustainability linked bonds: 9.7) W Sustainable infrastructure
Region 45 5 (23%) 83.3 (46%) 8.7 (5%) 5.7 (3%)
9.4 (5%) 33.1 (18%)
B Asia | UK B North America

B Europe (excluding UK RFB) M Middle East and North Africa B Latin America

Green Financing Framework

We intend to publish a new Green Financing
Framework (the Framework) to replace our
existing Green Bond Framework (2015). The
Framework is intended to represent a further
step in helping to support investors meet their
objectives, while supporting customers to
realise opportunities in the fast developing
low-carbon economy.

Under the Framework, certain proceeds raised
through particular instruments or transactions
issued or entered into by us are intended to be
allocated against lending made by us towards
businesses and projects which meet certain
eligibility criteria, including renewable energy;,
energy efficiency, clean transportation and
green buildings.

We intend to align the Framework with the
ICMA Green Bond Principles (GBP) 2021
(ICMA Principles) and consider ongoing
developments in market practices and
standards, helping to strengthen accuracy and
transparency in disclosures on qualifying
assets, processes and impact.

HSBC Holdings plc Net Zero Transition Plan
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Next steps

Sustainable finance and investment
We expect that green, sustainable and
sustainability-linked solutions will become

in how customers are performing against
science-based transition pathways and other
sustainability goals. There is currently limited

finance taxonomies.

Our data dictionary defining our sustainable
finance and investments continues to evolve,
and is reviewed annually to take into account
the evolving standards, taxonomies and
practices we deem appropriate.

Over time, we also aim to increase
transparency across the different types of
green and transition finance and investing
categories.

Climate technology investment
By providing or facilitating financing to

solutions and support sustainable growth.

We have started to track related metrics,
such as our support to climate technology
companies through our venture debt platform
or investing $100 million as an anchor partner
in Breakthrough Energy Catalyst. However,
reporting the funding we provide to specific
climate solutions is a longer-term aspiration.
We currently face challenges such as the lack
of available and consistent data and
methodological issues. We are exploring how
to measure climate solutions consistently and

increasingly meaningful to create transparency

international alignment on green and transition

innovative companies and investors driving real
economy impact, we aim to help scale climate

verifiably, leveraging initiatives such as the IEA's
ETP Clean Energy Technology Guide and the
Climate Bond Initiative’s Climate Bonds
Taxonomy.

Financing the managed phase-out of

coal assets

In addition to tracking our phase-out
commitment for thermal coal financing through
overall financing exposures and financed
emissions metrics, we are reviewing approaches
to finance early coal-plant retirements.

Transitioning the energy system will require the
early retirement of high-emitting assets, such
as thermal coal-fired power plants, which also
present a financial risk in the future as stranded
assets. Financing the managed phase-out of
thermal coal plants provides an alternative to
withdrawing financing from these assets,
which risks prolonging lifetimes as other
financiers step in. This is particularly important
in Asia-Pacific, where thermal coal remains a
dominant source of power production and
most coal-fired power plants are young assets.

As we explore new financial mechanisms to
support managed phase-out, working through
GFANZ and with development partners, robust
due diligence will be needed for credible
climate impact alongside financial feasibility
and just transition outcomes.

Industry methodologies for tracking and
measuring financing for managed phase-out
are still evolving (e.g. the GFANZ workstream
on portfolio alignment management), and we
intend to consider industry guidance as it is

developed as appropriate. Examples of metrics
include volume of financing for the early
retirement of coal assets or the greenhouse gas
emissions related to assets with a managed
phase-out plan. These may be used initially

for internal reporting and decision-making
processes, with the potential to include them

in our annual disclosures over time.

2. Embedding net zero into the way that we operate

Achieving net zero in our own operations
and supply chain

As part of our net zero ambition, we aim to
achieve net zero emissions in our operations and
supply chain by 2030 or sooner. We currently
track metrics across energy and travel and our
supply chain.

We also track the impact of our own operations
on nature (see Achieving net zero in our own
operations on page 75). We include in our
reporting the number of sites — whether owned,
leased or managed — that are in or adjacent to
protected areas (approximately 1.6 per cent), and
the number of sites located in areas subject to
high and very high water stress (approximately
58.5 per cent).

HSBC Holdings plc Net Zero Transition Plan

Further details on our methodology and
relevant environmental key facts are available
in our ESG Data Pack.?#

We are targeting the purchase of

100%

renewable energy by 2030 and an
interim target of 90 per cent by 2025.

Next steps

For any emissions remaining in our own
operations from 2030 onwards, we aim to
remove them by procuring high-integrity
carbon credits. We expect to report the use
of carbon credits, as and when we use
them, in line with industry standards and
regulations. We also aim to continue
exploring metrics and developing our
understanding of the impact of our own
operations on nature.
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Managing climate and nature risk
Measuring our physical and transition risk is
important for defining the boundaries within
which we operate and supporting the execution
of our net zero ambition.

‘Aggregate and report’ is one of five key stages in
our Group-wide Risk Management Framework.
Our risk reporting covers RAS and KMI metrics
related to material risks, emerging issues and
potential risk appetite breaches to support
oversight and mitigation of climate risks (see
Managing risk in transition to net zero on page 64).

We recognise that addressing the climate
crisis is fundamentally entwined with acting on

Sector transitions Implementation plan

nature-related impacts, dependencies, risks and
opportunities. Various regulatory and legislative
authorities are establishing measurement and
disclosure requirements around nature impacts,
risks and opportunities, including in Europe.

We support the development of an internationally
harmonised nature disclosure framework and will
continue to invest in our internal capabilities.
However, we recognise the significant data and
implementation challenges for banks given the
multi-dimensional aspects of nature risks and
challenges around data availability and quality
for identified potential disclosure metrics, which
may result in delays in our readiness for

external disclosures.

Additional information

Q @ <89

Next steps

We plan to explore options to enhance the
granularity of our RAS and KMI metrics
over time. As we set new climate-related
ambitions, we also expect to explore
additional related RAS and KMI metrics.

We aim to consider the impact of
nature-related risks in line with emerging
regulatory requirements.

Executing our transition plan

We use internal metrics to help track progress in
executing our net zero transition ambitions and
plans. The Sustainability Execution Committee
is responsible for overseeing KPIs related to the
sustainability execution programme. A selection
of these KPIs is also reported to the Holdings
Board monthly (see Aligning responsibilities
and incentives on page 77).

We have started to track our progress in
assessing our corporate customers' transition
plans (see Supporting our customers on page 54).
This includes the number of assessments made
and the resulting portfolio coverage.

72%

Colleagues who feel equipped to
help HSBC reach its sustainability
goals, according to our 2022 annual
employee survey

We also track metrics related to our sustainability
risk policies. This includes the implementation of
our existing sustainability risk policies, such as
annual review of the policies and progress
against delivery plans, as well as the publication
of new policies, where required.

Achieving our net zero ambition also requires
enhanced capabilities, including governance,
processes, systems and controls. We also need
new sources of data, some of which may be
difficult to assure using traditional verification
techniques. We use internal metrics to track
progress and review whether we are building the
right capabilities to execute our plan (see Aligning
responsibilities and incentives on page 77 and
Strengthening our culture and net zero
capabilities on page 79).

™

¥
80%

Number of Board meetings that
included an agenda item related
to sustainability in 2022

Next steps

As we review this transition plan
periodically, we aim to ensure our metrics
help support the delivery of our plan. For
example, we expect to continue measuring
and tracking our capability building to

help ensure that our customer-facing
colleagues have the appropriate
knowledge to support customers’
changing needs in the transition.

We continue to work to embed transition
plan assessments into commercial
strategy, portfolio risk management and
optimisation, and credit decisions.

3. Partnering for change

Partnerships with industry actors

Above we noted our longer-term aspiration to
disclose the funding we provide for the new
solutions, technologies and business models
required to support the transition to net zero. In
lieu of being able to disclose these figures, while
we work to improve data and methodologies,
we disclose the funding that we are providing

to a number of partnerships which are focused
on accelerating and scaling innovative climate
solutions. At present this includes our support to
initiatives such as Breakthrough Energy Catalyst
and the Just Energy Transitions Partnerships.

HSBC Holdings plc Net Zero Transition Plan

We also play a role in a number of industry
initiatives, focused on supporting change across
the financial sector but also across the real
economy. This includes our involvement in
GFANZ, NZBA, NZAM, SMI and other initiatives.

Philanthropy

We report progress towards meeting our target
to spend $100 million over five years through our
Climate Solutions Partnership, which aims to
identify and remove barriers to scaling climate
change solutions. Through the Climate Solutions
Partnership we support a range of NGOs focused
on piloting and scaling nature-based solutions,
cutting edge technologies and renewable energy
projects in emerging economies.

Next steps

Going forward we are exploring
opportunities to collaborate with new and
existing partners to support the global
transition to net zero, in areas such as
developing climate solutions, mobilising
finance, and creating a more supportive
enabling environment.

This includes considering how we can
better align our philanthropy funding more
closely to the net zero agenda. We expect
to report on the outcomes of our
partnerships and our philanthropic spend
in future disclosures.
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Partnering for systemic change

Supporting systemic change to deliver net zero

Collective action across the private and public sectors and civil society is critical for the world to reach net zero. We aim to use our global reach and
convening ability to engage and collaborate with a range of partners to help:

Support the development of an Mobilise market actors including our Transform ourselves by engaging
enabling environment for climate customers, investee companies, delivery our employees, suppliers, and
action and investment by working with partners and the wider financial sector investors to help ensure that we
the public sector, industry, civil society to help finance the transition and build are fit for a net zero future.
and peers to help shape effective policies, inclusion and resilience.

regulations and standards, and to help
develop insights and learning.

Our approach seeks to reflect the varying pace and shape of the transition across sectors and geographies, as well as the size and scope of our
presence in local markets (see below).

Examples of how we partner

Supporting an enabling environment Mobilising market participants
Public sector Our customers /'
We work with governments and regulators We seek to finance our customers’ /
to support the development of effective transition journeys and support them in
climate policy, and partner with public making sustainable choices.

financial institutions to help to accelerate

the development of finance solutions. . .
B Our investee companies 00 O‘Q

We engage on net zero with companies
we invest in through our asset =0

management business.

Industry

We collaborate with financial sector

and industry partners to share good
practice, help drive consistent standards,
and create new opportunities to finance
the transition.

0
.

and scale transition solutions
We partner with industry-leading
players that bring new capabilities
to help accelerate and scale
transition solutions.

Our delivery partners help accelerate @

®

Civil society

We partner with civil society to
understand the impact of actions
and generate thought leadership
in support of a science-based,
just and inclusive transition.

© 69

)
CIC)

Transforming ourselves

o]

Jdo DE—JD
Our employees Our suppliers Our investors
We equip and empower We work with our suppliers and We transparently engage with
employees across our organisation set clear expectations to help us investors to build understanding of our
to execute our net zero strategy. transform our own operations. approach and model good practice.
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Supporting an enabling environment

Public sector

Governments and regulators

Policy can be a powerful force for change,
creating incentives for action and shifting the
fundamental economics of financing and
investment for financial institutions and their
customers (both businesses and individuals).
Clear and effective policies and regulation, and
consistent and predictable policy pathways, are
key to scaling the technologies and unlocking the
capital needed to enable the net zero-aligned
sector transitions outlined in Sector transitions
from page 20.

For example, the US Inflation Reduction
Act (IRA) of 2022 includes significant
fiscal subsidies, incentives, funding and
regulatory changes that are expected

to unlock trillions in private finance for
renewable infrastructure and critical
climate technologies, creating new green
jobs in the process.

We engage with governments, regulators and
industry bodies such as UK Finance, to support
the development and implementation of policies
and regulations and to share good practice. Our
Statement on Public Policy Engagement?®®
outlines our approach to such engagement,
including the systems and processes we have
established to help manage the risks associated
with engaging with these actors (for example,
in instances where our positions on what is
required to deliver the net zero transition may
not be in alignment).

Financial regulators and central banks around the
world are establishing regulations and guidance
for financial institutions to assess and manage
climate risks. This includes evolving work on
climate scenario analysis, stress testing, climate
and sustainable finance disclosures, and
prudential risk management and capital
treatment. \We work closely with regulators on
these and related topics across our jurisdictions.
For example, we are members of the Green
Finance Industry Taskforce convened by the
Monetary Authority of Singapore (MAS), we are
working with the Hong Kong Monetary Authority
(HKMA,) to support the development of Hong
Kong as a leading sustainable finance market,
and we are members of The Dubai Financial
Services Authority's (DFSA) Task Force on
Sustainable Finance. We support globally
consistent approaches to climate-related
financial regulation where possible, to minimise
fragmentation and align change across the
global financial system.

We also work directly with governments on
national net zero strategies and financing
priorities. For example, in the UK we are
engaging with the Net Zero Council — a cross
government-business partnership established in
2023 - to help address market barriers to net zero

HSBC Holdings plc Net Zero Transition Plan

in the UK. In Egypt, Vietnam and Indonesia we
are working with the government and their
development partners to help facilitate, develop
and finance country-led project pipelines for key
national transition priorities. In Egypt, we are
doing this through the government’s Nexus of
Food, Water and Energy (NFWE) programme;
and in Vietnam and Indonesia through Just
Energy Transition Partnerships (JETPs), in
collaboration with GFANZ.

Public financial institutions

Public financial institutions (PFIs) — such as
multilateral and bilateral development banks and
wider development finance institutions such as
infrastructure banks and export credit agencies

— are key to de-risking sustainable infrastructure
financing and investments in markets with a high
cost of capital. Examples of the de-risking
instruments they can offer include guarantees,
first-loss structures, and concessional finance. In
the absence of PFl support to address the cost of
capital of these projects, banks and other private
financial institutions are unable to deliver the scale
of finance needed at current risk-return profiles.

We engage and partner with PFls to identify,
develop and fund catalytic solutions to
challenges holding back capital needed for the
transition. For example, we work with PFls to
provide blended finance products and services
(see Supporting our customers on page 52) and
jointly work with other partners to find solutions
to complex issues such as financing the early
retirement of thermal coal assets in emerging
economies. In 2023, we became a member of
the newly-launched World Bank Private Sector
Investment Lab which seeks to identify new
financing structures and make recommendations
to support the World Bank Group's capital
mobilisation objectives for emerging and
developing markets, with an emphasis on
transition finance.

REGIO emerging markets

green bond fund

HSBC Asset Management launched

the Real Economy Green Investment
Opportunity (REGIO) Fund in 2019, as

an anchor investor with the World Bank's
International Finance Corporation (IFC).
REGIO was the first global green bond fund
targeting real economy issuers in emerging
markets. Through our partnership, a
complementary Technical Assistance
Facility managed by the IFC was also
established to stimulate the supply of
these bonds. Its role was to encourage and
facilitate first-time green bond issuances,
share country and industry-specific market
intelligence, and provide training on Green
Bond Principles and best practices

in impact reporting

Additional information
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Industry

We participate in cross-industry alliances and
initiatives to help shape and inform the
development of standards, regulation,
partnerships and policy to support the transition
to net zero. For further details on our group
memberships please see our ESG reporting centre.

Standard setters

We engage with standard setters to support
the development of transparent and consistent
climate-related industry standards in areas such
as product labelling, sustainability disclosures,
sustainable finance taxonomy and emissions
accounting.

Voluntary industry initiatives can also help shape
action and collaboration, and often form the
basis of future climate policy and regulation. For
example, we supported the TCFD, which is now
referenced in climate disclosure rules around the
world and is incorporated into the inaugural
ISSB Standards — IFRS S1 and S2.

Financial sector

A key aim of our financial sector partnerships
is to help drive greater consistency in global
financial standards and regulations, while
ensuring they can be implemented across a
range of markets. For example, through our
GFANZ membership we have supported the
development of tools and we have collaborated
on new public-private partnerships with
governments and development banks, such as
through the JETPs and wider country-led
programmes.

Cross-sector

\We engage with actors across the real economy
to understand the opportunities and challenges
they are facing and how we can support them
in the transition to net zero. We do this through
sector-specific and cross-sector platforms
outlined in the diagram on the following page.
Our participation in these sector-focused
initiatives gives us a good vantage point to
identify potential synergies and how we can
leverage our capabilities, especially across some
of the hard-to-abate sectors.
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Examples of our work with the financial sector, other industry sectors and standard setters

T[N
F1D]

We have supported the development of the Taskforce for
Nature-related Financial Disclosures (TNFD) pilot framework,
providing feedback ahead of its September 2023 release.

Sector transitions Implementation plan
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We support the work of the Energy Transitions Commission

Energy
Transitions
Commission

(ETC) to drive transformation of the energy system for net
zero, publishing leading research and transition roadmaps.
In hard-to-abate sectors, we support their work through the
Mission Possible Platform, an initiative established by the

ETC and the World Economic Forum.

We are a co-founder of the FAST-Infra initiative to establish

Q’; FAST-Infra
sustainable infrastructure assets.

() GFANZ

Sustainable
Markets
Initiative

Markets Initiative.

Civil society

Civil society plays an important role in raising
awareness of the most pressing issues facing
society, influencing public policy, advocating for
just and inclusive outcomes, and holding public
and private actors to account for their actions.
We engage and partner with a range of civil
society organisations including NGOs, think
tanks, academic and research institutions, and
philanthropic foundations. Our partnerships take
a variety of forms from engaging civil society in
an advisory capacity to working collaboratively
with them to help catalyse climate action on the
ground. For example, our Climate Advisory Panel
is comprised of industry leaders, scientists and
experts from civil society, who bring diverse
views and perspectives and offer independent
support and challenge on our net zero ambition
and plans for achieving net zero (see Aligning
responsibilities and incentives on page 77).

Philanthropy

Philanthropy plays a significant role in addressing
climate change. Philanthropy contributes to
climate change efforts through the provision of
funding for research, innovation, capacity
building and the piloting, scaling and de-risking
of climate action. Since 2020 we have directed
our philanthropy funding to NGO partners
supporting projects with the potential to make
significant impacts towards achieving a net zero,
resilient and sustainable future. We work with
both global and local NGOs and seek to target
specific challenges and opportunities to help
unlock finance at scale.

Our Climate Solutions Partnership, launched in
2020 is a five-year, $100 million philanthropic
initiative that aims to identify and remove barriers
to scale for climate change solutions. \We deliver
this in partnership with WRI, WWF, and local
partners. Our partnership focuses on piloting and
scaling nature-based solutions, supporting
climate innovation, and testing and rolling out
renewable energy initiatives in Asia.

HSBC Holdings plc Net Zero Transition Plan
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NGOs and think tanks

Our partnerships with NGOs and think tanks seek
to leverage our collective strengths to advance
research and innovation to help unlock climate
action. Through these partnerships we seek to
accelerate the design and delivery of climate
solutions — with a focus on delivering new
solutions for our customers and beyond.

For example, in 2021 we worked with the Apparel
Impact Institute (Aii) and Fashion for Good to
determine the scale of investment required across
the sector in the Unlocking the Trillion Dollar
Fashion Decarbonisation Opportunity report.

We regularly engage with a range of NGOs,
from those that have specific industry-focus such
as the Carbon Disclosure Project and CERES, to
global and local environmental NGOs, so that
we are aware of emerging climate issues and
priorities and to share our perspectives and
priority actions.

Academia and Research Institutions

Through our work with academic and research
institutions we fund analysis and insights on
science-based transition pathways and scenarios,
nascent technologies and emerging solutions to
test with our customers and strategic partners.
We disseminate the findings and learnings across
our internal and external networks. For example:

* We partnered with Imperial College Business
School on their report which examined
corporate sustainability initiatives to assess
how companies have addressed biodiversity
over the last two decades.

* We are a founding funder of the Just Transition
Finance Lab, hosted at LSE's Grantham
Research Institute, which aims to accelerate
solutions for a just transition.

We are a signatory of the Finance for Biodiversity
Pledge through HSBC Asset Management.

We were involved in the original drafting and development of
the UNEP-FI Principles for Sustainable Insurance.

We have been part of the Partnership for Carbon Accounting
Financials (PCAF) since 2021.

* \We supported research by Earth Security into
the value of financing cloud forests as a
nature-based solution.

* We worked with the Cambridge Institute for
Sustainability Leadership on a pilot to evaluate
the impact of water shortages on a sample
of our heavy industry customer portfolio in
east Asia.

Communities

Locally, we seek to meet the needs of the
communities we serve, promote equity and build
resilience. Support for a just and inclusive
transition is one of the core principles of our net
zero approach as described in Our vision and
strategic approach on page 13. Examples of our
work with communities include:

* A partnership with the British Council to
provide green skills to marginalised young
people to support the energy transition in
Vietnam, Indonesia, India, Mexico, and Brazil.

* A partnership with the Society for Development
Alternatives to provide an assured source
of clean energy (solar) to rural businesses in
India by empowering women to manage
power distribution.

* A nature-based solutions project in Hong
Kong, the Powering Our Wetlands project with
WWEF-HK, which aims to explore sustainable
management strategies to enhance the carbon
sequestration capability of the Mai Po
mangroves and the surrounding wetlands,
while balancing the need for maintaining
habitat diversity for migratory birds.
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Mobilising market actors

«® Our customers
1)

“6®" and delivery partners
We engage with our customers and strive to
be their trusted net zero transition partner (see
Supporting our customers on page 52). Similarly,
we work with our delivery partners to help
broaden the range of solutions we can offer.
We are also working in partnership with a range
of public and private actors to help scale the
innovative solutions, technologies and business
models required to catalyse the new economy.
(See the Innovation to deliver transition solutions
focus box on pages 60-61).

IR - -
Our investee companies

As responsible investors, we seek to take an
active stewardship role in our asset management
business to help drive positive change in the
companies on our priority list that we invest in

on behalf of our customers. We aim to enhance

Sector transitions Implementation plan

investment outcomes by driving growth,
managing risks, improving transparency and
disclosure, and delivering positive environmental
impact, while acting in line with our legal and
regulatory duties.

Climate change and nature are key features in
our engagement approach. \We consider our
investee companies’ approaches to climate
change and nature when using our voting rights
on management and shareholder proposals

(for example, on climate transition plans), board
member re-elections and executive remuneration
(see our Responsible Investment Review?* and
Global Voting Guidelines?").

Our approach is guided by our belief that we can
drive better outcomes by engaging as an investor
rather than divesting. However, we may need to
consider divestment as a last resort where
engagement has not been successful over an
extended period of time.

Additional information
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Investee engagement in practice:
Multinational natural resource trading
and mining company

An investee company’s emissions targets
were misaligned with a Paris trajectory.
HSBC Asset Management engaged with
management on concerns on their scenario
analysis and transition plan, and co-filed a
shareholder proposal asking for improved
disclosure on management's plans for
Paris alignment.

In November 2022, the company
committed to withdraw applications for
approval of a new greenfield coal mine

and pledged to a just transition approach
as part of their transition strategy. The
company enhanced its medium-term
emissions reduction target and planned
phase down in coal assets, and stated its
intention to leave the World Coal Association.

Transforming ourselves

Our employees

<2/ and suppliers
We partner with our colleagues and suppliers
to help meet our net zero ambition. This means
mobilising our organisation to cut our emissions
across our energy consumption, travel and
supply chain (see Strengthening our culture
and net zero capabilities on page 79).

@ Our investors

Transparent, proactive, and regular engagement
with investors is a key part of our approach to net
zero and our wider ESG activities. We engage
with investors, ESG rating agencies and buy-side
analysts to better understand their net zero and
ESG impact and expectations and to update

them on our progress. We engage with our
investors through ongoing dialogue, bilateral
meetings, roundtables, conferences, investor
events and presentations, and our Annual
General Meeting.

Next steps

Partnerships play an integral role not only in
our net zero journey, but also in supporting
systemic change for our customers and local
communities. The breadth and depth of these
partnerships helps us to leverage our skills,
expertise and resources to deliver impact
across the real economy and to help shape
the financial architecture needed to underpin
the net zero transition.

Looking forward we aim to further align our
partnerships with our net zero agenda, as well
as continuing to consider how our partnerships
activities can help deliver meaningful progress
on cross-cutting and inter-related issues such
as nature and the just transition.

HSBC Holdings plc Net Zero Transition Plan
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Cautionary statement

Cautionary statement regarding ESG data, metrics and forward-looking statements

Our transition plan contains a number of
forward-looking statements (as defined below)
with respect to HSBC's ESG targets,
commitments, ambitions, climate-related
pathways, processes and plans, and the
methodologies and scenarios we use, or intend
10 use, to assess our progress in relation to these
('ESG-related forward-looking statements’).

Statements that are not historical facts, including
statements about HSBC's beliefs and
expectations, are forward-looking statements.
Words such as ‘may’, ‘will’, ‘should’, ‘expects’,
‘targets’, ‘anticipates’, ‘intends’, ‘plans’,
‘believes’, ‘seeks’, ‘estimates’, ‘potential” and
‘reasonably possible’, or the negative thereof,
other variations thereon or similar expressions
are intended to identify forward-looking
statements. These statements are based on
current plans, information, data, estimates and
projections, and therefore undue reliance should
not be placed on them. Forward-looking
statements speak only as of the date they are
made.

In developing our transition plan, we have utilised
a number of external sources and scenarios. Our
plan also includes contextual sector information
including figures, charts and graphs, some of
which have been prepared by third parties or
which draw on third party data.

Our plan has been informed by a range of inputs,
including on the estimated sizing of future
transition financing and capital expenditure
requirements by McKinsey's Transition Finance
Model (as at June 2023), which applies publicly
available 1.5°C-aligned scenarios (including IEA
Net Zero Economy (2021) and the Network for
Greening the Financial System (NGFS) Net Zero
2050 from the NGFS 2.0 release). This model
involves the use of estimates and assumptions
in formulating its projections.

The models, data sources, figures, charts and
graphs used were prepared at various points
prior to the date of publication of this plan and
may become outdated over time. We also
recognise that the models and some of the other
data sources we have used in preparing our plan
may not be fully mature and will continue to
evolve as methodologies and data develop. All
such information is provided for information
purposes only. Such information has not been
independently verified. It does not constitute
advice and is not to be relied upon for any
purpose. HSBC expressly disclaims any
obligation to revise or update any such models,
data sources, figures, charts, graphs or
contextual information.
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To help inform our approach to our net zero
transition, we look to engage with a broad range
of stakeholders, including governments,
regulators, non-governmental organisations,
industry partners and external organisations and
alliances. We act independently and voluntarily in
our decision making, based on our own business
interests, priorities and objectives.

In preparing the ESG-related information
contained in our transition plan, HSBC has made
a number of key judgements, estimations and
assumptions, and the processes and issues
involved are complex. The ESG (including
climate) data, models and methodologies used
are often relatively new, are rapidly evolving and
are not of the same standard as those available in
the context of other financial information, nor are
they subject to the same or equivalent disclosure
standards, historical reference points,
benchmarks or globally accepted accounting
principles. In particular, it is not possible to rely
on historical data as a strong indicator of future
trajectories in the case of climate change and its
evolution (see below re data availability, accuracy,
verifiability and data gaps). Outputs of models,
processed data and methodologies are also likely
to be affected by underlying data quality, which
can be hard to assess and we expect industry
guidance, market practice, and regulations in this
field to continue to change. There are also
challenges faced in relation to the ability to
access data on a timely basis, the lack of
consistency and comparability between data that
is available and our ability to collect and process
relevant data. This means the ESG-related
forward-looking statements and ESG metrics
discussed in this document carry an additional
degree of inherent risk and uncertainty.

In light of uncertainty as to the nature of future
policy and market response to ESG related
issues, including between regions, and the
effectiveness of any such response, HSBC may
have to re-evaluate its progress towards its ESG
ambitions, commitments and targets in the
future, update the methodologies it uses or alter
its approach to ESG (including climate) analysis
and may be required to amend, update and
recalculate its ESG disclosures and assessments
in the future, as market practice and data quality
and availability develops.

No assurance can be given by or on behalf of
HSBC as to the likelihood of the achievement or
reasonableness of any projections, estimates,
forecasts, targets, commitments, ambitions,
prospects or returns contained herein. Readers
are cautioned that a number of factors, both
external and those specific to HSBC, could cause
actual achievements, results, performance or
other future events or conditions to differ, in
some cases materially, from those stated,

implied and/or reflected in any ESG-related
forward-looking statements or metrics due to a
variety of risks, uncertainties and other factors
(including without limitation those referred

to below):

* ESG projection risk: ESG metrics are complex
and still subject to development. In addition,
the scenarios employed in relation to them,
and the models that analyse them have
limitations that are sensitive to key
assumptions and parameters, which are
themselves subject to some uncertainty, and
cannot fully capture all of the potential effects
of climate, policy and technology driven
outcomes;

* Changes in the ESG regulatory landscape: this
involves changes in government approach and
regulatory treatment in relation to ESG
disclosures, reporting and other requirements
and the current lack of a single standardised
regulatory approach to ESG data across all
sectors and markets;

# Variation in standards: ESG reporting
standards and standards in relation to
transition plans are still developing and are not
standardised or comparable across all sectors
and markets, new standards in relation to
different ESG metrics and transition plans are
still emerging;

¢ Data availability, accuracy, verifiability and data
gaps: our transition plan and disclosures in
relation to it are limited by the availability of
high-quality data in some areas and our own
ability to collect and process such relevant
data as required. Where data is not available
for all sectors or consistently year on year,
there may be an impact to our data quality
scores. While we expect our data quality
scores to improve over time as companies
continue to expand their disclosures to meet
growing regulatory and stakeholder
expectations there may be unexpected
fluctuations within sectors year on year, and/or
differences between the data quality scores
between sectors. Any such changes in the
availability and quality of data over time, or our
ability to collect and process such data, could
result in revisions to reported data going
forward, including on financed emissions,
meaning that such data may not be
reconcilable or comparable year on year;

* Developing methodologies and scenarios: the
methodologies and scenarios HSBC uses to
assess financed emissions and set ESG-related
targets may develop over time in line with
market practice, regulation and/or
developments in science, where applicable.
Such developments could result in revisions to
reported data, including on financed emissions
or the classification of sustainable finance and
investments, and lack of reconcilability or
comparability; and
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* Risk management capabilities: global actions
may not be effective in transitioning to net zero
and in managing relevant ESG risks, including
in particular climate, nature-related and human
rights risks. In particular:

— we may not achieve our ESG targets,
commitments and ambitions (including
with respect to the positions set forth in
our thermal coal phase-out policy and our
energy policy, and our targets to reduce our
on-balance sheet financed emissions in our
portfolio of selected high-emitting sectors),
which may result in our failure to achieve
some or all of the expected benefits of our
strategic priorities; and

— we may not be able to develop sustainable
finance and ESG-related products consistent
with the evolving expectations of our
regulators, and our capacity to measure the
environmental and social impact from our
financing activity may diminish (including as
a result of data and model limitations and
changes in methodologies), which may
affect our ability to achieve our net zero
ambition, our targets to reduce our
on-balance sheet financed emissions in our
portfolio of selected high-emitting sectors
and the positions set forth in our thermal
coal phase-out policy and energy policy,
and increase the risk of greenwashing.

HSBC Holdings plc Net Zero Transition Plan
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For further detail, please refer to the risks and
uncertainties we identify in our Annual Report and
Accounts filed with the Securities and Exchange
Commission (“SEC") on Form 20-F and interim
reports and earnings releases furnished to the
SEC on Form 6-K from time to time.

Our metrics pertaining to our on-balance sheet
financed emissions continue to evolve, and are
reviewed annually to take into account the
evolving standards, taxonomies and practices
we deem appropriate. Data on these metrics
contained in this transition plan is taken from our
Annual Report and Accounts 2022 and was
subject to independent limited assurance as at
February 2023 by PwC in accordance with ISAE
3000/ ISAE 3410. We anticipate that some of
our financed emissions calculations may be
restated in future disclosures due to evolving
methodologies. For further details, see our
Financed Emissions Methodology and PwC'’s
limited assurance report, which are available at
www.hsbc.com/who-we-are/esg-and-
responsible-business/esg-reporting-centre.

Any forward-looking statements made by or on
behalf of HSBC speak only as of the date they are
made. HSBC expressly disclaims any obligation
to publicly revise or update these ESG forward-
looking statements, other than as expressly
required by applicable law.

Additional information
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Written and/or oral ESG-related forward-looking
statements may also be made in our periodic
reports to the US Securities and Exchange
Commission, summary financial statements to
shareholders, proxy statements, offering circulars
and prospectuses, press releases and other
written materials, and in oral statements made
by HSBC's Directors, officers or employees to
third parties, including financial analysts.

Our transition plan contains a number of images,
graphics, infographics, text boxes and illustrative
case studies and credentials which aim to give a
high-level overview of certain elements of this
transition plan and to improve accessibility for
readers. These images, graphics, infographics,
text boxes and illustrative case studies and
credentials are designed to be read within the
context of the transition plan as a whole.

Our data dictionaries and methodologies for
preparing our ESG-related metrics and third-party
limited assurance reports in relation to certain
disclosures can be found on: www.hsbc.com/
who-we-are/esg-and-responsible-business/
esg-reporting-centre.
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