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Interview with

Navigating the murky waters of Scope 3 emissions has become crucial for sustainable investors. The data and
regulatory challenges surrounding Scope 3 make this a daunting task. We sat down with Thijs Markwat, one of
our leading Data Scientists, to delve into how novel metrics like ITR and CVAR are being integrated into
portfolio construction models, particularly from a quantitative standpoint. Are these metrics truly
revolutionary or simply a repackaging of existing knowledge? Markwat offers an insider’s perspective.

In terms of climate data, what are you working on at the moment?

“We're working on adding Scope 3 upstream emissions to the current Robeco default model. That's a primary
focus for me right now. We're also grappling with the EVIC inflation factor issue. When asset prices rise, it creates
an impression of decarbonization, but this is actually just an accounting effect due to those higher asset prices,
something we're looking to show but that's proving to be quite difficult."

What approaches are we exploring to tackle that?

"We're guided by PCAF (Partnership for Carbon Accounting) standards® and EU regulations. In fact, we helped
develop those PCAF standards. But the field's evolving rapidly and with new insights coming in all the time, we
keep identifying issues that need fixing. Constantly adjusting our approach might not inspire confidence, but it's
necessary given how new this area is. And regulatory pressures also mean we implement changes possibly faster
than ideal."

Do you think we'll get there, that one day we'll say, Scope 3 data is as reliable as 1 and 2? Or do you think it's
always going to be a bit problematic?

"Well, Scope 3 will inherently be less reliable than Scopes 1 or 2. With Scopes 1 and 2, you can directly measure
your own energy usage using a meter, so it's pretty accurate. Scope 3 is more complicated because it relies on
external companies and various assumptions. Take Apple, for example: when they purchase chips for their phones,
it's to quantify exactly the associated emissions. So, there's always going to be an element of uncertainty. That
said, data quality is improving. We're particularly optimistic about Scope 3 upstream emissions.

Scope 3 downstream is even more challenging due to factors like product end-of-life and usage duration. It will
take longer to achieve an acceptable data quality comparable to the other scopes, but | believe we'll get there
eventually.

We've compared multiple data providers to assess the quality of Scope 3 information. Interestingly, there's a good
degree of consensus among providers for Scopes 1 and 2, and increasingly for Scope 3 upstream. That consensus
is a strong indicator of data quality.
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The main issue with carbon data is our lack of intuition for what the 'correct’ values should be. In the financial
world, an interest rate of 200 would immediately flag as incorrect. But when it comes to emissions data, especially
Scope 3, we simply don't have that level of understanding yet."

We all want things. Phones, computers, three TVs in our homes.

Do you see any advancements on the horizon that will make Scope 3 downstream data more reliable? Are there
developments in Al or other fields that could be helpful?

"Al can assist in improving data quality but won't be the main driver. The primary challenge is the issue of double
counting. Organizations like IIGCC and PCAF are creating working groups to address this. The more attention this
gets, particularly from data providers, the better the data quality will become. Ultimately, companies themselves
need to better understand their value chains to accurately measure Scope 3 emissions. However, identifying a
specific factor that will improve this is difficult.”

Because you mentioned regulations, how do you see the role of a regulator? Is it absolutely necessary to push
people to look at and improve data, and curb emissions? Or do you find it sometimes adds more frustration than
support?

"Now for us, it's definitely the latter. Sander Bus, our High Yield Portfolio manager, for example, manages both a
high yield fund and a climate high yield fund. In his eyes, the regular high yield fund, depending on how you look at
it, may even be greener than the climate one, but because of the regulations, the climate fund has to meet these
conditions, including unclear or impractical Scope 3 data requirements. And with Scope 3, it's overwhelming. For
example, in my own house, Scope 1 would mean heating it with natural gas. But my Scope 3 is so big, | could just
leave my windows open while the heat's on, and it would barely make a dent in my total emissions. That's the
portfolio manager's problem too. With a traditional high yield fund, the portfolio manager picks companies actively
reducing their own emissions, but that gets drowned out when you add Scope 3 downstream. Scope 3
downstream is so dominant; it includes end-of-life products, product usage, things companies have less control
over compared to any other scope.

We all want things. Phones, computers, three TVs in our homes. Should we only blame the companies? Sure, it's
on them to make things as clean and resource-efficient as possible. But we have to take responsibility as well.
Adding the full Scope 3 to the equation really muddies the waters, as our consumption emissions are included as
well. It becomes a stats game — just lowering Scope 3 without really picking the clean companies. You end up with
some that just have high Scope 3 outliers, and that's it."

Do you think this also applies to our other products labeled as sustainable?

"Absolutely, yes. For example, our Climate Conservative Equity fund and Chris Berkhouwer's Net Zero fund all
follow these standards. Chris's Net Zero fund specifically has around 25 companies in its portfolio. These
portfolios are rigorously analyzed not just for lower Scope 3 emissions but also for their individual merits and
demerits. The regulatory rules sometimes even prevent us from investing in companies that are otherwise
sustainable. For instance, Chris encounters dilemmas where a company might excel in one area, like reducing
aluminum use or adopting hydrogen power from Sweden, yet still can't be included in the fund due to high Scope 3
emissions. These constraints are often imposed by regulatory guidelines, which can be seen as a downside.

On the other hand—or at least, this is how some frame it—if regulators didn't require us to consider Scope 3, then
many would ignore it, citing poor data quality. This would also mean that the data quality for Scope 3 emissions
would never improve."

Is the regulatory environment driving improvements in data quality?

"Yes, exactly. For instance, we've recently started using Bloomberg data in some areas. They're leveraging Al, but
that alone doesn't necessarily make it better. | haven't explored the specifics yet, but this signals a shift in the
industry. It's clear, though, that the industry is waking up. For example, Bloomberg's adoption of Al might push
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competitors to innovate, particularly those that might not have made significant progress on Scope 3 downstream
data in recent years.

Regarding other factors that could help, one major thing is regulatory requirements. But the ultimate factor, |
believe, is the quality of research from data providers. It's not enough to have good intentions or write insightful
papers; we must be critical of the data we receive and continually question its quality.

Another party that could facilitate progress is the companies that report their own data. The problem is that the
quality of reported data, especially concerning Scope 3, is often low. Entities like MSCI and Bloomberg override
company-reported data with their estimates, which could be more accurate but will never surpass well-reported
data from the companies themselves.

Variability in reported data also happens because of staff changes within companies. Different employees will
often produce different reporting results, even when company operations remain constant. Strict regulations and
clear guidelines might improve this situation over time, but it's hard to predict the pace of this improvement.
Lastly, good third-party auditing could be a game-changer. If carbon reports are not only audited critically, but also
by auditors who possess the specialized knowledge to offer constructive feedback, then the exercise really moves
beyond one of just ticking boxes.”

Who would you trust the most in terms of an organization or body that could accurately judge if what we've
reported is correct?

‘| wouldn't know which parties could be trusted for that. | see that things are often third-party verified, and | would
expect other companies also use big accountant firms, but | can't say for sure. It's an interesting question that |
honestly don't have an answer to. I'm not even sure if there are specialized companies for that.”

In terms of the economic and political climate, are there any changes or developments that you think are going
to affect sustainable investing (SI) positively or negatively?

“Well, I'm not a market expert, but as far as | can see, the focus seems to be shifting from general ESG concerns
more towards climate investing. That's one thing. The second thing is it might be becoming less 'hot' because it's
gradually becoming the standard. You know, a few years back, having a carbon constraint was a big deal. But now,
if a new mandate from a European client doesn't have a carbon constraint, that would probably surprise me.

Personally, | only see the climate issue getting worse because we keep emitting. The worse it gets, the more
relevant climate solutions become. Now, with ESG, particularly the S and the G, I've got to be cautious—I'm no
expert in that area. Public opinion varies; some think it's vital, some don't. At Robeco, we believe it's important.
There's academic debate, but what's clear to me is that the climate crisis is reaching a point where it can't be
denied. With all the natural disasters happening, | don't see anti-climate perspectives gaining much ground. In
Asia-Pacific, there's a strong demand for climate solutions. | have early morning calls with Australian clients who
are eager to know more about it.”

New climate metrics, such as CVAR (Climate Value at Risk) and ITR (Implied Temperature Rise)—do they offer
genuinely new and relevant information for investors, or are they just ‘old wine in new bottles'? Do you feel these
new metrics are innovative?

“The short answer is, | don't know for sure. But let's delve a bit deeper. For the most part, yes, it's 'old wine.' A
company with high emissions has a high ITR and high CVAR—no surprise there. However, there could be added
value in these metrics, especially when you consider a company's plans. Current metrics like ESG and SDG scores
might not capture these plans adequately. So if a company says, "We're investing in technology that will
significantly reduce our emissions from 2025," that's important information which might not be fully reflected in
our current metrics. The question then becomes whether you want this data included in ITR and CVAR or as a
separate metric.
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CVAR is also influenced by the regulatory environment. Take two similar companies in different countries: one with
strict carbon rules and another with lax rules. The company in the stricter country will have a higher CVAR because
it has to account for those regulations. This isn't captured in current metrics either. How significant are these
effects? That's still up for debate. In summary, these new metrics can add value, but more research is needed to
quantify it.

From a portfolio management perspective, if a portfolio manager has to optimize for both carbon emissions and
ITR, it complicates things because they overlap significantly. It's cleaner and more focused if the metrics used for
restriction are uncorrelated. So, what we really want is a small set of variables that capture all the essential
information about climate impact.”

So, are ITR and CVAR worthwhile in your view?

“What | like about ITR is the way it frames the information—in terms of degrees. It simplifies the conversation.
Instead of juggling multiple percentages and variables, you can say, "Your portfolio is on a 1.3-degree trajectory.’
It's not just about metrics; it's also about generating enthusiasm and the will to make a difference.”

Instead of juggling multiple percentages and variables, you can say, 'Your portfolio
is on a 1.3-degree trajectory.’
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Additional information for investors with residence or seat in Uruguay

The sale of the Fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. The Fund must not be offered or sold to the public in Uruguay, except under
circumstances which do not constitute a public offering or distribution under Uruguayan laws and regulations. The Fund is not and will not be registered with the Financial Services
Superintendency of the Central Bank of Uruguay. The Fund corresponds to investment funds that are not investment funds regulated by Uruguayan law 16,774 dated 27 September 1996,
as amended.
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