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environmental problems. As CanadaOs largest environmental law charity,
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Halifax.
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that works to protect pensions and the climate by bringing together
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Canadians understand where their retirement wealth is invested by

tracking pension fund investments and strategy.
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1.! Executive Summary

When it comes to CanadaOs climate policies, there is a widely ove rlooked
frontier: finance. In this policy briefing, Ecojustice, Shift: A ction and
Environmental Defence lay out an actionable pathway to address h ow
Canada should regulate climate-alignment within our financial system. The
brief shows how financial alignment is a critical piece of the br oader climate
package needed to achieve CanadaOs legally binding climate obligation S.

We are in the midst of a worsening global climate emergency. A generation
of warnings from the scientific community have failed to provok e the needed
collective action and we now face a uniquely challenging crisis. Our inaction
has already locked-in significant warming, creating harm and cli mate
disruption now being felt across the globe. This crisis is still accelera ting.
Without immediate and unprecedented action to stop greenhouse gas

(GHG) emissions, primarily by eliminating global dependency on f ossil fuels
within just a few short decades, the climate emergency will have
unthinkable consequences for our economies, our ecosystems, and ou r
society. !

|

With growing understanding that further inaction is simply not an optio n,

our governments and institutions are grappling with understanding this
crisis and acting with the urgency and ambition required. As part of
CanadaOs commitment to the Paris Agreement, the government pledged to
cut emissions by at least 40- 45 per cent below 2005 levels by 2030. This is

part of a commitment to achieve net-zero greenhouse gas emission s by the
year 2050, which is cemented into Canadian law. In an effo rt to achieve
those goals, the Canadian government has released a series of ne w policy

and regulatory measures designed to cut emissions across a variety of
sectors. However, Canada has yet to implement required measures to

ensure alignment of these financial flows with these climate goa Is. Without

enforceable rules to address this gap, we will fail to deliver th e necessary
climate action and risk exposing our financial system to unmanagea ble
levels of risk. !

|

Discussion of policy frameworks to put CanadaOs financial flows o n track for

climate alignment have been inconsistent and slow to develop. The re is now
growing recognition that regulators, institutions, and companies cannot only
focus on managing exposure to external climate-related risks if w e are to
meet our objectives for relative climate safety. Rather, our financial
institutions, corporations and their regulators must adopt an approach

which considers the impact of financial decisions on society and the pl anet.
This is not just for moral or social good - the risks associated with climate

change threaten the financial system to increasing degrees of harm. !
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Canada has a global reputation for sound financial regulation. But Canada
can only address the climate crisis with robust standards, independent
oversight, and rigorous enforcement to align the financial sector with its
climate commitments. Decisions made behind closed doors by our banks,

asset owners and managers, insurance companies, governments, and
corporations shape our society and the path it takes.

The Paris Agreement specifically requires OMaking finance flows co nsistent
with a pathway towards low greenhouse gas emissions and climate-resi lient
development.O This names the need for a global reallocation of capital away
from the primary causes of the climate emergency, namely econo mic
activities reliant on fossil fuels, and into proven ‘climate solutions including
improving energy efficiency, clean energy development, clean
transportation, and sustainable agriculture; activities which increase
resiliency to the worsening climate disruption we face. Governme nt climate
policy must ensure alignment of these closed-door financial decisio ns with
national climate objectives.

Making finance flows consistent with a path way
towards low greenhouse gas emissions and climate
resilient development. !

”

!
Finance institutions have increasingly adopted a disclosure-based approach

to managing climate-related financial risk, based on guidance from the Task
Force on Climate-Related Disclosure (TCFD). While this is an essential step
in managing climate related risks and ensure high quality inform ation, it is
inadequate to appropriately manage these risks or align the finan cial system
with climate commitments. New voluntary coalitions of global fina ncial
institutions have formed to move beyond disclosures and promote clima te-
alignment under the umbrella of the Glasgow Financial Allian ce for Net Zero
(GFANZ). !

|

These voluntary initiatives prove that science-based climate alignme nt is
realistic and achievable for the finance sector. But their inconsi stent
participation and lack of enforcement reveal the need to enshrin e these
standards through regulation. The UN-backed Race to Zero campaign wh ich
oversees GFANZ states: Ovoluntary action has had an enormous impact, but
it is not enough to achieve the goals of the Paris Agreement.0 W e must
move to Oclear ground rulesO for a climate-aligned economy. Regu lation of
the financial sector is clearly required to align pathways with re quired
climate action, set credible standards, restore public trust, and ensure a fair

and level playing field across financial institutions. !
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The federal government has already made public commitments to align

CanadaOs financial flows with its climate commitments, including pha sing
out public subsidies for fossil fuels by Crown corporations and requir ing
federally regulated financial institutions, pension funds and gover nment
agencies to issue net-zero plans. This Roadmap proposes a package of the
regulations that the federal government can introduce to deliver o n these
promises.

|

The recommendations made in this briefing focus on achievable fe deral
measures, but several key aspects of the financial system in Canada are
within provincial authority. The key principles and recommendati ons in this
Roadmap should inform the development of climate-aligned financia | flow
at the provincial level as well. The RoadmapOs cornerstone reco mmendation
is to require the adoption of a Credible Climate Plan by financi al institutions,
federal entities and corporations. The Credible Climate Plan wou |d formalize,
standardize, and extend commitments that many Canadian financial
institutions have already made under voluntary initiatives like GFANZ.

A Credible Climate Plan rests on three pillars. First, institutions must adopt
five -year targets to align with keeping warming below 1.5;C, starting f rom
2025 . These targets must be science-based and include all scope one, two

and three of emissions. Institutions must then publish plans to deliver these
targets, including policies to phase out high-emitting assets, scale up green
investments, and align lobbying activities. Institutions would be requi red to
annually report to regulators on their progress against their emissi on
reduction targets. The Credible Climate Plan should ensure respect fo r
Indigenous rights, and alignment with equity, justice, and proactiv e
adaptation. Climate-related risk disclosure should be mandated across the

economy as part of a Credible Climate Plan but is not sufficient i n itself. !
|

Most of the recommendations in this Roadmap can be implemented

relatively quickly through a combination of regulations, guidance , and
directions made under existing legislation. In view of the need to rapidly
shift financial flows towards alignment with CanadaOs climate goal s, this
should be favoured wherever possible. However, legislative chan ge is
required in the longer-term, both to ensure that reforms are dura ble and

subject to proper legislative scrutiny, and to implement those

recommendations that are not currently possible through regulation. !
|

Canada has a closing window to limit the worst impacts of a warmin g world.
Policy action is needed now from our governments to protect both the

stability and health of our financial system as well as our shar ed climate. It

is time to extend CanadaOs world-class reputation for effective an d prudent
financial regulation through these practical and achievable measur es.
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*The numbers and letters below correspond with report chapter s and sub -
sections

Recommendation S*

5.A Require FRFIs to publish, implement and annually report on Credible
Climate Plans.

5.B Require FRPPs to publish, implement and annually report on C redible
Climate Plans.

5.C OSFI to review Credible Climate Plans and approve or requ ire
improvements.

5.D OSFI and Bank of Canada to lead an expanded program of str ess testing
and scenario analysis.

5.E Amend capital and prudential requirements based on at risk high carbo n
assets.

5.F Place investment and lending limits on assets that are subject to hi gh
climate risk.

6.A Minister of Finance to publish annual report on climate ri sks and
opportunities for the federal public administration that sets the gold stan dard
for Credible Climate Plans.

6.B Require financial Crown corporations and departments to develop, pu blish
and report on Credible Climate Plans, subject to review and approv al by the
Finance Minister with input from Net Zero Advisory Board (NZAB)

7.A Require large federally regulated companies to prepare Credi ble Climate
Plans.

7.B Credible Climate Plans to be reviewed by appropriate regulator S.

8 Emphasize in guidance and in legislation that the current fiducia ry duties of
corporate directors and pension fiduciaries require assessment, disclosure , and

positive action to manage climate change risk and opportunities.
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9.A. Empower regulators to tackle greenwashing.
9.B. Adopt a green taxonomy.
9.C. Empower the public to tackle greenwashing.

9.D. Publish guidance for industry and advertisers on environmenta | and
climate claims.
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Term Description

Bank of Canada

2.1 Glossary of Key Terms

A Crown corporation and CanadaOs central bank.

Canadian Association
of Pensions
Supervisory
Authorities (CAPSA)

A national association of pension regulators that works to
coordinate and harmonize regulation of pensions across
Canada.

Carbon budget

The carbon budget is the maximum amount of cumulative
net global anthropogenic CO2 emissions that, with a given
likelihood, would result in limiting global warming to a
given level, taking into account the effect of other
anthropogenic climate forcers. L

Carbon capture
utilisation & storage
(CCUS)

Systems that capture carbon emissions, divert them from
the atmosphere, and store or use them.

Carbon dioxide
removal (CDR)

Systems that remove carbon emissions from the
atmosphere.

Climate-aligned
finance

Alignment with the Paris Agreement target of limiting
global warming to below 1.5;C through credible and net-
zero business models.

Competition Bureau

An independent agency that protects competition and
investigates and enforces misrepresentations.

Credible Climate Plan

Plans that private and public financial institutions, pension
plans, public bodies, and large corporations should be
required to prepare, publish, implement, and report to
regulators in accordance with and minimum standards to
align the financial institutionOs activities with limiting global
warming to 1.5;C.

This concept is introduced in Section 4 and is given further
definition for private financial institutions and pens ion
plans in Section 5, for the federal government and

financial Crown corporations in Section 6, and for large
corporations in Section 7.
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Disclosure

Financial institutions® disclosure of climate-related risks.

Divestment

Disposing of investments that are not climate-aligned.

Double materiality

Considers the risks that climate change poses to
businesses and the risks that businesses pose to the
climate.

Export Development
Canada (EDC)

A Crown corporation and CanadaQOs export credit agency.
EDCOs mandate isto: (a) support and develop, directly or
indirectly, domestic business, at the request of the

relevant Ministers; (b) support and develop, directly or
indirectly, CanadaOs export trade and Canadian capacity to
engage in that trade and to respond to international
business opportunities; and

(c) provide, directly or indirectly, development financing

and other forms of development support in a manner that

is consistent with CanadaQs international development
priorities. 2

Federally regulated
financial institutions
(FRFIs)

Private financial institutions regulated by the federal
government, including banks and federal credit unions,
trust and loan companies, and insurance companies.

Federa lly regulated
pension plans (FRPPS)

Private pension plans regulated by the federal
government.

Fiduciaries

A party (the fiduciary) with duties to act in the best
interests of another party (the beneficiary).

Financial Crown
corporations

A subset of Crown corporations that are part of the federal
public administration with significant control over financial
flows including: EDC, Canada Infrastructure Bank,
Business Development Bank of Canada, and Canadian
Development Investment Corporation.

Financial institutions

In this report, the term financial institutions refers to
FRFIs and FRPPs defined above and described in Section 5,
as well as the federal institutions described in Section 6.

IHSYHE (" H)+(F#.10'L,#-2 #)3+(0%' - A-HSH" <<




Free, Prior, and
Informed Consent
(FPIC)

An international human rights standard that Indigenous
peoples have the right to self-determination and to freely
pursue economic, social, and cultural development.

Greenhouse gas
(GHG) emissions

All those accounted for in CanadaOs National GHG
Inventory, including carbon dioxide (CO2), methane
(CH4), nitrous oxide (N20), perfluorocarbons (PFCs),
hydrofluorocarbons (HFCs), sulphur hexafluoride (SF6)
and nitrogen trifluoride (NF3).

Green taxonomy

A classification system for climate-aligned investment.
See Section 9B for further information on the necessary
requirements recommended for a green taxonomy.

Greenwashing

Misleading or unsubstantiated claims on the environmental
aspects of a product, service, or organization. Includes
advertising net-zero commitments without taking science-
based action to deliver on targets, selectively disclosing
progress on climate-aligned segments of a business while
obscuring information about misaligned segments, and
relying on unrealistic levels of emission offsets and
removals. 3

Glasgow Financial
Alliance for Net Zero
(GFANZ)

The largest global coalition of leading financial institutions
that have committed to transitioning the economy to net-
zero GHG emissions. GFANZ was launched in April 2021
by the UN Special Envoy on Climate Action and Finance
and the COP26 presidency, in partnership with UNFCCC
Race to Zero campaign. Member financial institutions must
commit to science-based transition to net-zero. Its

purpose is to expand the number of net zero-committed
financial institutions and to establish a forum for
addressing sector-wide challenges associated with climate
goals, to ensure high levels of ambition met with credible
action. GFANZ connects the financial community to the
Race to Zero campaign, climate scientist, experts, and civil
society. 4
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International Energy
Agency (IEA)

An international organization that provides authoritative
data, analysis, and policy recommendations on the global
energy sector, intending to guide sustainable energy for all
countries. It is an independent intergovernmental
organization. It was established in 1974.

International Panel on
Climate Chang e
(IPCC)

A body of the United Nations which assess scientific,
technical, and socio-economic information concerning
climate change. The IPCC does not conduct original
research, but aggregates conclusions from leading global
studies to publish an objective and comprehensive
analysis. Thousands of scientists and experts contribute to
each report. It was established in 1988.

International
Sustainability
Standards Board
(ISSB)

An international board that sets global standards for
sustainability-related financial disclosures.

Negative screens

Assessing financial institutionsO environmental, social, and
governance (ESG) performance relative to competitors.

Office of the
Superin tendent of
Financial Institutions
(OSFI)

An independent federal government agency of Canada
that regulates and supervises FRFIs and FRPPs.

Paris Agreement

A legally binding international treaty on climate change. It
was adopted by 196 parties at the United Nations Climate
Change Conference (COP21) on December 12, 2015 and
entered into force on November 4, 2016. Canada is a
party to the Paris Agreement.

The goal of the Paris Agreement is to limit global warming
to well below 2{C, preferably to 1.5jC, compared to pre-
industrial levels. To achieve this long-term temperature
goals, the aim is to reach global peaking of GHG emissions
as soon as possible to achieve a climate neutral world by
mid -century. The implementation of the Paris Agreement
requires economic and social transformation based on the
best available science. It works on a 5-year cycle of
increasingly ambitious climate action carried out by
countries. °
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Responsible
Investment
Association (RIA)

A voluntary membership organization that promotes
responsible investment in CanadaOs retail and institutional
markets.

Statement of
Investment Policies
and Procedures
(SIPPs)

Is a document that contains information about investment
policies and procedures in respect of a
pension planOs portfolio of investments and loans.

Sustainable finance

Financial activities that (i) align the financial system with
global sustainability including climate goals and (ii)
organize and motivate the investment required to
transition to global sustainability.

Task Force on
Climate-Related
Financial Disclosures
(TCFD)

An international organization that recommends the types
of information that companies should disclose regarding
climate-related risks.

Truth and
Reconciliation
Commission (TRC)
Calls to Ac tion

A commission that offered 94 recommendations to address
CanadaOs historical and ongoing harms to Indigenous
peoples.

United Nations
Declaration on the
Rights of Indigenous
Peoples (UNDRIP)

An international declaration that sets out national
obligations to uphold Indigenous peoplesO rights, including
their rights to self-determination, dignity, and well-being.

Universal ownership

The principle that institutional investors own, affect, and
represent the global financial market.
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3.! Introduction

This Roadmap outlines how CanadaOs federal government can lead reforms to
align finance with CanadaOs climate commitments and climate science. This

section summarizes CanadaOs existing domestic and international legal
commitments, the current climate science, and explains the implication s of
both for financial policy and regulation.

A.!CanadaOs existing legal obligations

Canada has committed to climate action in both international law a nd
domestic legislation. As a party to the 2015 Paris Agreement, it comm itted
to limiting global warming to 2;C and Opursuing effortsO to limit kee p
warming below 1.5;C ¢ and making finance flows Oconsistent with a pathway
towards low greenhouse gas emissions and climate-resilient developme nt.O7
Further to its obligations under the Paris Agreement, Canada committe d to
reducing emissions by 40-45% below 2005 levels by 2030 through its
Nationally Determined Contribution (NDC). 8 Canada formalized its main
obligations under the Paris Agreement, including its NDC, through the
Canadian Net-Zero Emissions Accountability Act (CNZEAA). °

CanadaOs current NDC of a 40-45 per cent reduction is inadequate

considering the best available climate science and the principles of equ ity
and Ocommon but differentiated responsibilityO enshrined in the Paris
Agreement. 1° CanadaOs historic responsibility for emissions, 11 continuing
high emissions per capita, and status as a wealthy and economically
advanced nation obligate it to advance further and faster than its cur rent
NDC. *?

Both the Paris Agreement and CNZEAA only allow targets to be revi sed
upwards (made more stringent). Therefore, CanadaOs targets under th e
Paris Agreement and CNZEAA should be the floor on ambition. Can adian
financial institutions should be more ambitious, recognizing that C anadaOs
targets will only become more stringent over time in accordance wi th the

principles of justice and equity.

CNZEAA introduces several innovations in climate governance to e nsure the
federal government is accountable for achieving its targets. These
innovations need to extend to the financial sector to hold it accoun table for
meeting climate goals. Accountability helps to address the OTragedy of the
HorizonsO problem, a term coined by Mark Carney, former gove rnor of the
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Bank of England and the Bank of Canada. This OtragedyO recognize s that
most business and political decisions are made based on short-term cycles,

but the harms of the climate crisis are felt over the longer term .13 Climate
policy must align short-term decision-making with long-term objecti ves
through transparency and accountability.

CNZEAA bolsters a net-zero target for 2050 with shorter-term inte rm
targets for every five years, detailed planning, regular reporti ng, and
oversight by third-party expert bodies (the Net-Zero Advisory Body a nd the
Commissioner for Environment and Sustainable Development). T hese
measures foster rigour, accountability, and transparency in climate policy.
Given the importance of the financial sector to Canada meeting i ts targets,

financial regulation should adopt the same features.

Canada is also a signatory to the UN Declaration on the Rights of Indigenous
Peoples (UNDRIP) 4 and enacted legislation that implements its obligations

under it. While detailed recommendations as to how to implement th ose
obligations in the context of financial regulation are beyond the scope of
this Roadmap, the federal government should ensure that financial
regulation to meet climate obligations is aligned with its commitments to
UNDRIP, including the principle of Free, Prior and Informed Con sent (FPIC).

B.!The current state of climate science

Science -based Constraints for 1.5;C alignment

OPathways limiting global warming to 1.5;C with no or | imited
overshoot require rapid and far-reaching transitions in e nergy,
land, urban and infrastructure (including transport and

buildings), and industrial systems. These systems tran sitions are
unpreced ented in terms of scale, but not necessarily in terms of
speed, and imply deep emissions reductions in all sec tors, a wide

portfolio of mitigation options and a significant upscal ing of
investments in those options.O

Il Intergovernmental Panel on Climate Change Special Report: Glo bal
Warming of 1.5%C (IPCC SR15) Summary for Policy Makers 15

OThere is no need for investment in new fossil fuel supply in our
net zero pathway Beyond projects already committed as of 2021,
there are no new oil and gas fields appro ved for development in
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our pathway, and no new coal mines or mine extensions ar
required.O

Il International Energy Agency. Net Zero by 2050: A Roadmap for
Global Energy Sector (IEANZE) 16

OWe calculate that global stranded assets as present value of
fu ture lost profits in the upstream oil and gas sector e xceed
US$1 trillion under plausible changes in expectations ab out the
effects of climate policy. Stranded fossil fuel assets translate to
major losses for investors in advanced economies. Most of the
ma rket risk falls on private investors, overwhelmingly in OECD
countries, including substantial exposure through pen sion funds
and financial markets.O

Il Semieniuk et al. Stranded fossil-fuel assets translate to major
losses for investors in advanced economies. Nature Climate
Change. May 2022. Y/

OFor oil, Canada has much higher unextractable estimates t
other regions, at 83%. This includes 84% of the 49 bil
barrels (Gb) of Canadian oil sands we estimate as proven
reserves.O

Il Welsby, D., Price, J., Pye, S. et al. Unextractable fossil fuel
1.5"iC world. Nature 597, 230b 234 (2021).
https://doi.org/10.1038/s41586- 021 -03821 -8.

The climate crisis is a global, unprecedented, and existential threat. The
Intergovernmental Panel on Climate Change (IPCC) warned in February
2022 that the climate crisis has already Ocaused widespread adverse
impacts and related losses and damages to nature and people.O 8 To avoid
the worst effects of the climate crisis, we must cooperate globally to k eep
global warming below 1.5;C above pre-industrial levels. This mea ns cutting
greenhouse gas emissions rapidly: global emissions must peak before 2 025

and nearly halve by 2030.  1° The financial sector is key to transitioning all
sectors of the global economy away from polluting the atmosphere.

Limiting global warming to 1.5;jC above pre-industrial levels, rath er than
2iC, is essential to avoid more severe climate impacts. More than double
the amount of people would be exposed to extreme heat waves if w e allow
warming to reach 2jC. Surpassing 1.5jC of warming would reduce cr op
yields, increase water shortages, significantly increase global sea r ise, and
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more than double biodiversity loss. 20 Current emissions levels are expected

to result in a 50 per cent chance that global mean temperature tempo rarily
overshoots 1.5;C of warming before 2026. 21 Given climate and natureOs
complex and interrelated systems, Oeven if future technologies allo w the
world to reverse previous warming, it will not be possible to simi larly reverse
some of the essentially permanent effects of that warmingO. 22 We must
therefore aim to limit warming to 1.5;C without any temporary overshoot.

15 G Global CO, pathways for 1.5°C using IPCC AR6 Remaining Carbon Budgets
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FIGURE 1 b Global CO2 pathways for 1.5;C using IPCC AR6 Remaining Carbon
Budgets 2

For a 66 per cent chance of limiting warming to 1.5;C, IPCC AR 6 reports
that the world has an estimated remaining carbon budget of 360 Gigato nnes
of CO2 b or nine years of current emissions (see figure 1 above). 24 25

The energy sector, which is predominantly driven by fossil fuels, is the
source of around 75 per cent of global GHG emissions. 26 The majority of
these emissions are from consuming fossil fuels, with about one-f ifth
coming from production. Meeting the 1.5;C goal requires global fin ance to

imme diately redirect away from high-emitting activities and towards low-
carbon opportunities.

In 2021, the International Energy Agency (IEA) mapped a Net- Zero
Roadmap, a Otechnically feasible, cost-effective, and socially accepta bleO
pathway to net-zero emissions by 2050 that is consistent with the 1. 5iC

goal. 2’ With respect to fossil fuel development, the IEA concluded that:
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¥ Due to the rapid decline in fossil fuel demand, no new oil an d gas
fields, coal mines or mine extensions are required beyond
projects already committed as of 2021. This includes many of
the liquefied natural gas facilities currently under construction or
at the planning stage. 28

¥ Global annual financial support into any fossil fuel supply must
drop drastically over the next 30 years, from $575 billion to $315
billion by 2030 and to $110 billion by 2050 (USD). 29

¥ Any remaining investment in fossil fuels is restricted to existing o il
and natural gas fields, but production will decline steeply as

demand falls. From 2020 to 2050, demand for oil falls steadi ly by

75 per cent and demand for natural gas falls 55 per cent overall .30
The IEAOs 2021 World Energy Outlook (WEO) further confirm s that the
pathway to net-zero emissions by 2050 requires a rapid drop in 0 il, nat ural

gas, and coal demand. 3!

The world must refrain from extracting 58 per cent of its oil, 59 per cent of
its natural gas, and 89% of its coal by 2050 to achieve the 1.5;C goal, as
outlined in a 2021 study in the journal Nature .32 This analysis concluded
that Canada B which has the third largest oil reserves in the wor |ld B must
keep 83 per cent of its oil, 81 per cent of its natural gas, and 8 3 per cent of
its coal in the ground, largely because of the high cost of production relative
to other major fossil fuel exporters. 33

The science is clear: to meet the 1.5;C goal, there should be no financial
support for new fossil fuel developments and a rapid and steady declin ein

existing fossil fuel production and associated financial support.

There are currently plans to produce 110 per cent more fossil fu els in 2030
than would be consistent with limiting warming below 1.5;C and 45 per cent
more than the 2jC goal. 34 By contrast, emissions from CanadaOs production

of oil and gas was forecasted to reach 200 million tonnes (Mt) by 2050, the
same year Canada is supposed to achieve net-zero emissions! 35 This
planned expansion of fossil fuels is incompatible with the Paris Agr eement.

C.!IClimate change as a risk to the financial system

Financial experts and central banks warn that the climate crisis expose s the
financial system to new and poorly understood risks. 36 The Bank of Canada

and the Office of the Superintendent of Financial Institutions (O SFI) warn
that slow action on climate change will increase the related fina ncial risks,
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concluding that Odelaying climate policy action increases the overall

economic impacts and risks to financial stability.O 87 This propagates climate-
related business risk through the Canadian financial system and the global
economy.

If the financial sector fails to transition away from and phase- out high
emitting assets, USD$1-4 trillion of assets are at risk of becoming obsolete

or stranded. 38 $100 billion dollars of assets within CanadaOs financial system
alone are at risk. 39

The damages of climate change are Oincreasingly complex and [E] w ill

interact, resulting in compounding overall risk and risks cascading acr 0SS
sectors.0%° While many financial institutions attempt to model these
projected damages, the effects are non-linear and therefore nearl y
impossible to predict accurately. Physical climate damage is happening

faster and with greater impact than previously expected. The severity of
climate damages in 2022, like heatwaves and wildfires, were a surprise to

many scientists; many expected this severity of damages to not occur unti I
mid -century. #

These risks affect all types of financial institutions. For exampl e, Canadian
insurers paid out over $1 billion per year between 2010 and 2 019 ininsured
losses from natural disasters, and in 2021 only severe weather ev ents
caused $2.1 billion in insured damage in Canada. This is compare d to an
average of $400 million for the prior 26 years. 42

In the 2022 Financial System review, the Bank of Canada hig hlighted
climate change as one of the key vulnerabilities in the fin ancial system.

ODelayed action would need to be more aggressive in the future to

achieve the same goal, making a sudden reprici ng of carbon -intensive
assets more likely and leaving investors exposed to sudden f inancial
losses. Mispricing can defer investments needed to achieve such a
transition.O "

The Bank of | nternational Settlements, an international financial institution

owned by central banks, proposed that central banks and regulators shoul d
fight climate change within their existing financial stability manda tes. 43
Experts recommend a precautionary approach b advanced, decisive action

D to limit emissions quickly given the severity and Oradical uncerta intyO of
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climate change. % A growing segment of financial regulators, like the

European Central Bank and the European Systemic Risk Board, h ave
implemented micro and macroprudential policies to limit both climate-
related financial risks and the financial sectorOs contribution to w orsening

the climate crisis. 4°

These challenges are interrelated: On one hand, financial in stitutions
contribute to climate change when they finance polluting economic
activities. On the other hand, financial institutions are exposed to climate-
related financial risks, both individually and systemically. Globa | warming
and natural catastrophes are already among the top business risks of

2022. 46 But these risks will become more severe if financial institutio ns
continue to fund GHG polluting activities. Climate action failure or doing too
little to mitigate the effects of climate change, will be a leading business
risk over the coming decade. The World Economic Forum proposes th at a
Odisorderly transitionO will be caused by slow and belated policies, not by

boldness. 4’ The Oinsufficient nature of current commitmentsO is the top
global business threat. 4 Many Canadian financial institutions ignore these

warnings, in some cases invoking an Oorderly transitionO as an ex cuse for
ongoing investments in polluting industries. 49

D. IThe risk that the financial system poses to the climate system

To date, Canadian policymakers and regulators have focused mainl y on the
risks that climate change poses to the financial system. Consequently,

policy responses are focused on promoting disclosure of climate-relate d
financial risk (reporting on the climate-related risks that affect an
organization). Disclosure is a basic first step to provide market parti cipants
with the correct information since climate-related risks affect busin ess and
financial performance. It helps promote climate literacy in strate gic decision
making. However, it is inadequate on its own to remedy the mar ket failures
that contribute to climate change. 50

Rather, financial institutions must reduce real-world emissions by phasing
out high emitting assets and investing in low emitting climate solution S.
Financial institutions must mitigate the effects of their lending,
underwriting, and investing on the climate to reduce systemic risk, n ot just
attempt to insulate individual portfolios from discrete risks. In othe r words,
managing climate risk is insufficient unless investors aim to align with
climate goals. %' Based on principles of double materiality and universal
ownership, the best way to reduce climate-related financial risks i storeduce
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the impacts of climate change. 52 This requires countering geographical and
historical inequities, and Otaking into consideration vulnerable gr oups,
communities and ecosystems .3

To limit global warming to 1.5;C, the IPCC estimates that by 2030 the global
financial sector needs to invest three to six times more capital in climate
action than it does today. There is sufficient capital and liquidity to deliver
climate commitments if government policies incentivize financial sector

transition and transparency. 54
E.!From voluntary to mandatory: the need for regulation

Aligning financial institutions and businesses with CanadaOs climate
commitments is an essential component of climate policy in Canada bu t has
been largely overlooked. The federal government outlined em ission-
reduction pathways for each economic sector but did not include the
financial sector. %5 The private sectorOs ability to transition to net-zero must

be supported by strengthening and clarifying the rules governing
investment, underwriting, banking, and insurance.

An Expert Panel on Sustainable Finance (Panel) was tasked in 20 19 with
identifying measures to mobilize finance for sustainable growth i n Canada.
The PanelOs final recommendations included useful and constructive steps
to lay a groundwork for future regulation, but many of the r ecommendations
have still not been implemented. 56

One of the PanelOs key recommendations to create a Sustainable F inance
Action Council (SFAC) has been implemented but without the requir ed
participation of diverse climate experts including civil society. The SFAC only
includes financial sector representatives, resulting in the financia | sector
regulating itself and leaving a significant gap in independent climate
expertise. The SFAC mandate was recently revised to include mak ing
recommendations to mobilize private capital to achieve CanadaOs 20 30 and
2050 climate goals. The SFAC was tasked to consider climate-rel ated
financial disclosure, data, and disclosure. Any framework for e nsuring
climate-alignment across Canadian financial systems has yet to devel op.
Several international coalitions of financial institutions hav e formed to
promote climate-alignment under the Glasgow Financial Alliance for Net
Zero (GFANZ), 7 formally launched at the COP26 climate conference in
Glasgow, Scotland in 2021. The coalition names that OAchieving th e
objective of the Paris Agreement to limit global temperature incre ases to
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1.5;C from pre-industrial levels requires a whole economy tra nsition.O It

currently includes 450 members from across the global financial se ctor,
representing more than $130 trillion in assets, including all of CanadaOs big
five banks and some of CanadaOs largest pension funds. To date, som e
coalitions have failed to enforce their membership criteria but a re moving

towards doing so in the near future.

These science-based climate-alignment coalitions and their significant
membership from Canadian financial institutions demonstrate that such

goals are realistic and achievable, and also the need to level th e playing
field through regulation in line with CanadaOs climate obligatio ns. CanadaOs
major banks have not met the newly published standards, and face the
possibility of being ejected from GFANZ if significant new measures are not
adopted by next year. % The banks have expressed misgivings about the
science-based criteria underlying GFANZ obligations. 59 Since the Paris
Agreement in 2015, financial institutions have committed over fo ur trillion
USD to fossil fuels, which are the leading cause of climate-dama ging
emissions. 8 CanadaOs big six banks alone committed nearly 700 billion

USD, making them some of the worldOs biggest financiers of fossil fuels.
The quality, consistency, and credibility of net-zero commitments v aries
considerably. Most commitments lack clear or accurate definitions of what
net-zero by 2050 means for the institution, recognizable standards an d
baselines for comparability, or any sort of credible pathway for achieving
these goals. A gap between commitments and action, or between
commitments and science B both forms of greenwashing - undermines th e
ability of markets to drive progress towards achieving our climate go als and
public trust in our institutions. Greenwashing erodes trust in the financial

system and distorts the market.

Voluntary commitments for climate-aligned finance are important 61 but they
are not a substitute for regulation. Take up of voluntary initi atives is
inconsistent, since only select institutions choose to engage. The

frameworks guiding voluntary initiatives are inconsistent and wou ld benefit
from greater uniformity. Further, there are few effective ways to hold

signatories to their commitments.

Canadian policymakers must implement uniform and binding rules to align
CanadaOs financial sector with its legislated targets and Paris Agreemen t
commitments. Regulators must be empowered with the resources,
direction, and expertise needed to enforce these standards. The
recommendations in this Roadmap draw from the best principles from
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various voluntary initiatives and implement them into Canadian law. This

would establish a level playing field that rewards leaders and expo ses
laggards. Institutional investors and financial consumers, including r etail
investors, depositors, and pensioners, would benefit from clearer cl imate-
aligned financial policies. Regulations and standards that ensure credi ble
climate-alignment would generate a more stable and efficient fin ancial
system.

F.!Scope & how to read the Roadmap

This Roadmap recommends policy and regulatory levers that are ava ilable
to the Federal government, primarily under the remit of the M inistry of
Finance. Essential aspects of financial policy fall under provinci al
jurisdiction, in particular securities regulation. The Roadmap does not make
recommendations for provincial reforms. However, the Federal government
should set the gold standard for climate aligned financial regulation and
work with provincial governments and regulators to ensure a consi stent

pan-Canadian approach.

The Roadmap focuses on Oclimate-aligned finance.O Climate-related issues
cut across environmental, social, and governance (ESG) issues. Th e
damages from the climate crisis are consequential to environmental

protection, human rights, and equity considerations, as well as public and

private governance.

Recommendations relate to the largest and most significant federally

regulated actors in CanadaOs financial industry, focusing on federa lly
regulated financial institutions (FRFIs), federally regulated pensi on plans
(FRPPs), financial Crown corporations, and large corporations. So me
proposals would have wider implications for corporate governance i n
Canada, such as rules to combat greenwashing and clarify fiduciary duties.

Most of the key recommendations in the Roadmap can be implemented
through regulations adopted under existing legislation: this strikes the

optimal balance between the need for legal certainty and parliame ntary
scrutiny with the need for swift action commensurate with the urge ncy of
the climate crisis. In a few cases, new or amended legislation is necessary.

Much more could be said about actuarial standards and analysis,
underwriters, asset managers, service providers, credit rating agencies,
competitive practices, the actions of governmental bodies domestically an d
internationally, and climate science. This Roadmap is limited to th e
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necessary first steps for CanadaOs financial system to begin aligning w ith
the Paris Agreement temperature and financial commitments.

Each section of the Roadmap builds on the previous one, but they can also
be read independently.

Section four introduces the key regulatory tool for aligning Ca nadaOs
financial system with its climate obligations: the Credible Climate Plan. This
is the foundational recommendation that features throughout the Ro admap.
Sections five, six, and seven apply the Credible Climate Plan to specific parts
of the financial system: private financial institutions; public fin ancial
institutions; and large federally regulated corporations.

Section eight addresses overarching challenges in climate finance, po or

climate governance caused by confusion over the concept of the
interpretation of fiduciary duty.

Section nine addresses the enforcement gap: making recommendations f or
enhancing the powers of regulators and empowering the public to ove rsee
and enforce alignment with climate goals through the adoption and
implementation of Credible Climate Plans and rules to combat
greenwashing.

Each section begins with a rationale and outline for recommendati ons, then
identifies options for implementation through policy, regulations a nd/or
legislation.
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4. 1Credible Climate Plans

The foundational recommendation of this Roadmap is for financi al
institutions (both public and private) as well as large corporations, to be
required to prepare, publish, and implement a OCredible Climate Pla nO: a
plan that contains minimum prescribed Oessential elementsO to ensure

that it is aligned with climate goals. The purpose of these plansis to move
beyond disclosure, towards action that aligns with climate goals.

Mandatory Credible Climate Plans for private financial institutio ns, federal
public bodies, and large private corporations are necessary as volunta ry
commitments and initiatives have not led to action at the pace and stre ngth
needed. The standards for climate action in Canada are unclear. Many
institutions have a lack of expertise, knowledge, and motivation to drive
climate action where competing priorities take precedence over clima te
action. Mandating Credible Climate Plans for public and private fin ancia |
institutions, pension plans and large corporations will begin to align financial
flows with CanadaOs climate commitments and a 1.5;C pathway. Credi ble
Climate Plans will assist these organizations by establishing clear stan dards,
common criteria and providing a shield against legal or other chal lenges to

the credibility of their climate commitments.

Although individual institutions are best placed to determine what specif ic
action to take to align their business with 1.5;C, plans must be based o n
standardized, uniform minimum standards to ensure transparency,
comparability, and accountability.

Credible Climate Plans should be reviewed and/or approved by the r elevant
regulator, and regularly reported on through integration into ex isting
reporting frameworks such as annual financial statements. Regulato rs must
be required to review Credible Climate Plans within a certain ti meframe, and

either approve or request amendments if they do not meet minimum
requirements. Regulators must publish Credible Climate Plans and the
results of their review on an easily accessible website to promote
transparency.

The requirement to adopt a Credible Climate Plan containing these essential
elements should be required by regulation, while the key principl es should
be advanced through accompanying guidance.

Imposing these requirements on public and private entities is anticipated to
have a ripple effect through the Canadian economy. For exampl e, financial
institutions would in turn expect Credible Climate Plans from the co mpanies

and projects they finance or invest in. Through this process, climate
commitments would cascade through the financial sector value chain.
Financial institutions rely on data from portfolio holdings. Obli gations on
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financial institutions need to be mirrored by obligations for large

corporations so this information can feed into Credible Climate PI ans.
The essential elements of the Credible Climate Plan draw from and build on
international best practices, including voluntary initiatives that Can adaOs
financial institutions have already committed to (see table at Annex A),
including:
¥ The Glasgow Financial Alliance for Net Zero (GFANZ) has produ ced
detailed guidance for transition plans and phasing out high-emitting
assets. 2
¥ The United Nations ORace to ZeroO has issued further guidance to
provide additional clarity and transparency to apply its criteria. 63 All

GFANZ members must meet the Race to Zero criteria and have
committed to achieving net-zero GHG emissions by 2050.

¥ The Responsible Investment AssociationOs (RIA) Canadian Investor
Statement on Climate Change has guidance for setting targets,
aligning governance, and centring just transition principles. 64

¥ The Task Force on Climate-Related Disclosure (TCFD) has issued
Guidance on Metrics, Targets and Transition Plans .65

¥ The International Sustainability Standards Board (ISSB) has
published draft general requirements for disclosure of sustainability-

related financial information. 66
These organizations make it clear that credible plans are an essen tial step
to aligning with climate commitments. Although the standards set by these
voluntary initiatives are becoming more detailed and demanding an d are
starting to converge, they still suffer from a lack of uniformi ty, with different

levels of stringency and deadlines making it difficult to compare
performance and hold institutions to account for delivery. Our
recommendations for Credible Climate Plans would overcome these
deficiencies.

Further, as the above are voluntary initiatives, they lack ef fective means of
enforcement as there are few effective sanctions for non-compli ance.
Credible Climate Plans must be enforceable by regulators and
comprehensible to investors and the concerned public. Financial consume rs
and institutions are better protected by enforceable and binding obligation S.
Strong enforcement establishes a level playing field, rewarding | eaders and
exposing laggards. The requirement to publish, implement and regular ly

report on a Credible Climate Plan must therefore be embedded across
CanadaOs financial system.
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The essential elements of the Credible Climate Plans also mirro r those of
the Canadian Net-Zero Emissions Accountability Act (CNZEAA), CanadaOs
climate accountability law, namely:

¥ Long-term targets;

¥ Interim five -year targets;

¥ Detailed planning;

¥ Regular reporting; and

¥ Third party oversight.
We set out below the essential elements of a Credible Climate Pla n. This
forms the main recommendation for each of Sections five, six and seven,
where the content of Credible Climate Plan are replicated in sum mary form
and tailored to the specific circumstances of public financial institutio ns,
private financial institutions and corporations. We conclude this sectio n with
the high-level principles for policymakers and regulators to conside r when

developing and implementing Credible Climate Plans.
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Guiding Key
Principles

Respect
Indigenous
Rights,
Sovereignty and
Governance

Prioritize
Climate Equity
and Justice

Advance
Adaptation and
Biodiversity,
not just
Mitigation

Focus on
Climate
Impacts, not
just Risks

Essential Elements of a
Credible Climate Plan

TARGET

1. Set targets that align the financial institution’s activities
with limiting warming to 1.5°C

1.1 Long-term target of net zero by 2050 at the latest
1.2 Interim targets set in five years starting with 2025 and 2030

1.3 Long-term and interim targets to set trajectory consistent with:
e The global carbon budget of available emissions to keep global warming to
1.5°C with no/low overshoot.
e Emissions to peak by 2025.

e Maximum effort toward or beyond a fair share of the 50% global reduction
in CO, emissions by 2030.

e Beating Canada’s NDC and legislated GHG targets in view of principles of
equity and global fair share.

Mitigation pathways from credible sources e.g., IPPC, IEA.

1.4 All targets to encompass scope 1-3 emissions

1.5 All targets to encompass all greenhouse gases, including short-lived climate
pollutants!.

1.6 All targets to be expressed as absolute emissions reductions (as opposed to
other metrics such as emissions intensity)

PLAN

2. Implement policies and procedures to deliver on targets

2.1 Commit to immediate action (within a timeframe of months) to align with
currently available science, including the IEA’s conclusions that fossil fuel
expansion and thermal coal are incompatible with its 1.5°C pathway.

2.2 Set out key policies and procedures, including:

e Scaling up investments in green and nature-positive investment areas
e Prioritising emissions reductions ahead of removals and offsets

e Policy for managed phase out of high emitting assets.

e An engagement Escalation Policy

e Aligning executive compensation schemes with objectives of the CCP
e Aligning lobbying activities with the objectives of the CCP

2.3 Explain how policies and procedures will achieve targets, using quantitative
and qualitative analysis, and explaining key assumptions and methodologies.

2.4 Include a timeline for implementation of key actions, policies and procedures.

2.5 Explain how CCP is aligned with organization’s overall strategy, including
financial plans.

2.6 Explain how the targets and plan integrate UNDRIP and specifically the
principle of Free, Prior and Informed Consent

2.7 Actions to address data limitations.

REPORT

3. Report to regulators annually on progress against targets

Annually report (through statutory disclosures e.g., annual reports or financial
statements) on:

! To include all those greenhouse gases
accounted for in Canada’s national
greenhouse gas emissions inventory:
including carbon dioxide (CO2), methane

3.1 Climate-related risks and opportunities

(CH4), nitrous oxide (N20), 3.2 Progress towards interim and long-term targets in terms of quantified,
perfluorocarbons (PFCs), absolute emissions reductions.

hydrofluorocarbons (HFCs), sulphur

hexafluoride (SF6) and nitrogen 3.3 Key challenges experienced and positive action to address them (e.g., data

trifluoride (NF3). gaps, implementation delays, non-aligned investments)



1. Targets

1.1Long -termnet -zero targetfor 2050 (at the latest)

While both state and non-state actors are increasingly making

commitments to reach net zero by 2050, such commitments are largel y
meaningless unless supported by action in the short and medium term.

Long -term commitments without interim steps can serve as a cover for

inaction.

1.2 Interim targets in five-year intervals

A Credible Climate Plan must therefore also include short-term interim
targets, on a more meaningful time horizon that will actually drive day to
day business and investment decisions. To align with CanadaOs targets

under CNZEAA and the UN Framework Convention on Climate Ch ange
(UNFCCC) target and reporting cycle, they should be set in five- year

increments, starting with 2025 and 2030.
1.3 Targets must be consistent with 1.5;C

The long -term and interim targets should be based on a trajectory that is

consistent with the goal of limiting global warming to 1.5;C with | ow/no
overshoot, not merely reaching net-zero emissions by 2050. 67 The UN -
convened Race to ZeroOs criteria, affiliated with GFANZ, stipulate s that
financial institutions must align with 1.5;C with no overshoot. %8 The
signatories to RIAOs Canadian Investor Statement on Climate Chan ge,
which includes 40 Canadian institutional investors, also commit to

Okeeping planetary warming to no more than 1.5;C.0 69

1.4 Targets must include Scope 1- 3 emissions

Targets must cover all emissions, including indirect or OScope 30 emissi ons
S0 as not to obfuscate the core aspects of a business or institution to

credibly achieving a 1.5;C pathway. For example, indirect emissio ns
represent 87 per cent of total emissions within the energy sector an d 99
per cent within the financial sector. 0 |gnoring Scope 3 emissions results in

greenwashing.

Although obtaining high quality Scope 3 emissions data may be a
challenge, " itis not an excuse for inaction and data gaps must be
proactively addressed (see 2.7).
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1.5 Targets must reflect absolute emissions reduction S

Similarly, targets must be based on absolute emissions reductions, not

emissions intensity. Emissions intensity targets measure greenhouse gas

emissions relative to a chosen metric (such as revenues, units of
generation, or sales), a reduction in emissions intensity does not
necessarily translate to lower emissions; lower emissions intensity
even occur with higher emissions overall. Targeting and measuri

absolute emissions reductions is necessary to ensure alignment, combat

greenwashing, and keep emissions within the available carbon budget.
1.6 Targets must encompass all GHG emissions

Targets must tackle all climate pollutants, including short-lived clim
pollutants such as methane and black carbon, which must be rapidly
reduced to meet the 1.5jC temperature goal, and can also deliver
significant and immediate benefits for human health.

2. Plans

2.1 Commit to immediate action

Given the urgency of the climate crisis, and the clear conclusion
several authoritative studies that fossil fuel expansion is incompati

a credible 1.5;C-aligned pathway, a Credible Climate Plan should
immediate action based on the clear conclusions from credible mitigati
pathways such as the IEA net zero pathway and IPCC SR 1.5 e.g.,
screening out investment in thermal coal investments or fossil fue
expansion projects.

2.2 Set out key policies and p rocedures, including:
Scaling up investments in green and nature-positive investment ar

Credible Climate Plans must scale up investments in green and nature
positive investments. The amount of global climate finance must in

nearly eightfold to $5 trillion per year by 2030 and be sustained through

2050 to meet the needs for energy, transportation, water and sani
nature-based solutions and adaptation by the IPCC, IEA, and UN
Environment Programme (UNEP). To keep the world hospitable and |
global warming to 1.5;C, the IPCC estimates that the global financia

sector needs to invest between three to six times more capital than toda

by 2030 in climate action. 72
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Prioritising emissions reductions ahead of removals and offsets

Credible Climate Plans must prioritiz e reducing emissions in the short-

term. They cannot rely on carbon removals through unproven te chnologies
such as Carbon Capture Utilisation & Storage (CCUS) or nature-ba sed
climate solutions.

CCUS is less effective at reducing GHGs and more costly than mitigati on
technologies for efficiency, electrification, and renewable ene rgy. These
mitigation technologies are cheaper, commercially proven, and scal able. 73

CCUS has underperformed assumptions about costs, effectiveness, and
market deployment rates for over a decade (despite significant
government subsidies). Most carbon capture projects are utilized for
enhanced oil recovery, EOR, which leads to producing more oll for
combustion and therefore increasing net emissions. 4

Leading energy pathways for 1.5;C like the IEA Net-Zero by 20 50"° and
IPCC SR15 8 include only narrow and limited use of CCUS, primarily fo r
non -energy based industrial sectors that are hard to abate (e.g., fertili ser
and cement production), not for the lifecycle of fossil fuel produ ction or
combustion. CCUS does not credibly or profitably cut emissions from the
lifecycle of fossil fuels and is not a pathway for the energy se ctor to
decarbonize. Over-reliance on CCUS in climate plans undermin es long-
term climate objectives and increases financial risks from stranded a ssets.
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The limits and high cost of CCS can be compared in Figure 2 above , Which
provides the IPCCOs estimates of costs and GHG reduction potentials for

mitigation options. For the energy sector, wind and solar have a significant
GHG reduction potential and low lifetime cost (shown by the blue co lour of
the bars). In contrast, CCS in both energy and industry sectors has lo w
reduction potential and high cost (shown by the red colour of the bar S).
Carbon Dioxide Removal (CDR) technologies like Direct Air C apture (DAC)
can be considered separate from CCUS. While still nascent, CDR ma y have
a role in reducing the harms of climate pollution already emi tted. But

these technologies cannot be used to justify new emissions. Assuming
CDR will be scalable or competitive with abatement fosters unacceptable
carbon lock-in and stranded-asset risks.

Carbon offsets are not a substitute for real world emission reductio ns and
cannot be included in Credible Climate Plans. Offsets are supposed to be

additional, permanent, and verifiable. But there is little evide nce that
offsets currently available on the market meet these standards in th e long
term. Financial institutions can invest in offsets and credit-based ini tiatives

but cannot use them to demonstrate compliance with emissions reduction
targets. They should only be applied above and beyond actions to meet
science-based targets through emissions abatement.

To demonstrate that it prioritizes reducing emissions, a Credible Cli mate
Plan must explain how it has satisfied the following criteria:

1.!Limit use of technologies to achieve interim targets to those that ar e
feas ible and deployable within the timeframe of the target (i.e.,
within two years for the 2025 target). This will rule out mo st carbon
removal technologies in the short-term while incentivizing in novation

in the longer term.

2.1 Explain assumptions used around cost and availability of removal
technology and the planOs sensitivity to those assumptions, with
alternatives solutions in the event that technology does not deliver
projected emissions reductions.

3.!Limit use of CCUS to Ohard to decarbonizeO sectors (i.e., n on-energy
based industrial sectors with emissions in the production process
that are hard to abate). A green taxonomy can define these sectors
(see Section 9B).

4.! Limit removals to addressing residual emissions after fully deployi ng
technically feasible emission reduction measures.
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Policy for managed phaseout of high emitting assets

A 1.5;C-aligned world requires plans to ensure the decommissioning
existing high emitting infrastructure. The IPCC concluded that emission
from existing fossil power plants and other infrastructure exceed the
carbon budget for 1.5;C by 30 per cent. A Credible Climate Plan ne
include retirement plans for infrastructure that is not consistent with
1.5iC-aligned targets.

GFANZ has published guidance on facilitating the early retirement o
emitting assets. It describes that a managed phaseout should include
developing forward-looking metrics and targets, creating tools to iden
assets that need to be retired early, developing guidance on financin
mechanisms, integrating managed phaseout in financing policies and
conditions, ensuring credible transition pathways for high-emitting secto
and steering public policy to support a managed phaseout. ”

Implement escalating engagement strategies B with sell discipline

Divestment and engagement are often presented as competing
approaches but are complementary tools for climate alignment and ri
management.

Engagement can be a strategy for financial institutions to ensure tha
holding (used to denote any investment counterparty, like a portfol
company) acts on a stated climate plan. For any climate-related
engagement to be effective, a financial institution must set expectatio
for a holding to develop and execute a Credible Climate Plan B
business model that contributes to 1.5;C and is viable in a net-
economy. For example, engagement with fossil fuel holdings shou

would happen without the investorOs engagement and on a timeline
aligns with limiting warming below 1.5;C. 8

An engagement strategy must escalate to subsequent steps if initial
conversations are unsuccessful. Escalation is essential for engagemen
efforts to have teeth. Any engagement should have clear timelin
automatically escalate to the next step if a counterparty fails to me
timeline to respond and amend activities. The final step on the
engagement ladder (presented below) is exiting a holding that fails to
deliver on science-based emissions reduction targets.
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The optimal engagement strategy combines a fixed time limit for ea ch
step of engagement, clear expectations, and a credible threat of sale if
expectations are not met. This blended approach b with escalating

engagement and a strong sell discipline b has been taken by several

pension funds internationally, including the New York State Comm on
Retirement Fund and the Brunel Pension Partnership in the United

Kingdom.

The Ladder of Engagement for Equities

Letter

Proxy vote with explanation/conversation

In-person Meeting

Group sign-on letter among investors

Meeting with CEO

Filing Shareholder resolution & building support*

Selling or Exiting the holding Voting against director(s)*

Running new candidate for the board

Adapted from Ceres, 2017  *If a public company

But financial institutions are not always in a position to influ ence a
holding. A holding may ignore or resist engagement efforts, such as when
the institution has diluted ownership in public or private equity. An y
engagement strategy must culminate with sound sell discipline. The nex t
step is voting against directors and a planned exit. After exiting a ho Iding
that disregarded engagement efforts or refused to become climate-

aligned, a financial institution should share and explain this publ icly to the

extent it is legally feasible.
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Engagement strategies have limits even when implemented properly.

Some business models and economic sectors do not have viable business

models for climate-alignment. For a high-emitting asset, a finan cial
institution must demonstrate a willingness to exit a holding that expan ds
fossil fuel production (based on the IEAOs 1.5;C Pathway). Engageme nt is
unlikely to be effective where the holdingOs core business reven ues rely on
exploring for, extracting, producing, transporting, refining, or bur ning oil,
gas, or coal. Engagement cannot effectively prevent the climate dam ages
caused by expanding fossil fuel exploration and production, nor can it
evade the related financial risks these companies face through structu ral
decline and demand-driven destruction. 9

The Ontario TeacherOs Pension PlanOs green bond  framework
outlines that OFor the avoidance of.doubt, any investment that

increases the use of fossil fuels would not support a tran sition
to a low carbon economy .0

Engagement and other risk management tools are often discussed
regarding equity investments, but financial institutions should be strict

with high-polluting holdings in their debt portfolio as well. In f act, negative
screens for new fossil fuel expansion projects are essential. The majority
of the capital that finances expansion comes from bank lending and bond
issuances. 8 Policies should rule out debt (through purchasing bonds.

providing loan capital, or lines of credit) to new oil, gas, and coal
infrastructure or other infrastructure that would not comply with 1 5iC.
Negative screens against financing expansion projects would limit

exposure to financial risk and ensure the integrity of a Credibl e Climate
Plan. Screening out high-risk, high-emitting assets P particularly i n the
debt markets D is in line with most asset ownersO and managersO fidu ciary
obligations.
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Align compensation with climate targets

Most financial institutions have performance-based compensation scheme S
to align employees with the organizationOs goals. The Caisse de D epots et
Placement Quebec (CDPQ) has one of the most effective models globa Iy

for ensuring employees respect the institutionOs carbon budget which
should serve as a model for Credible Climate Plans.

Case study: CDPQOs executive compensation scheme

Since 2018, CDPQ has linked its employeesO variable compensation to
CDPQOs progress on its climate targets.

This means that CDPQOs Board considers whether employees
contributed to reducing the fund®s carbon footprint, supp orting the
climate strategy, and helping to achieve the

climate targets in assessi ng whether its employees achieve
performance objectives when determining employeesO pay bey ond their
base salary. !

For example, the CEOOs compensation in 2021 was dete rmined in part
by his renewed climate action and adoption of new target s and
distincti ve measures. ?!

Financial institutions have influence through government lobbyin g, both
related to financial policy and in sectors related to their investme nts. A
climate-aligned institution must align policy engagement with science-

based climate action. This includes lobbying directly and indirectly thro ugh
association memberships. An institution should Opublicly removeO

membership from trade associations that advocate against net- zero
policies. 8!
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Recognized Importance of
Lobby ing

Many voluntary net  -zero commitments require
lobbying and political activities to align with
climate commitments.

The RIA Canadian Investor Statement on

Climate Change, signed by over fort y Canadian
institutional investors, states: Oas institutional
investors, we will [...] ensure that any climate

related policy advocacy we undertake supports

a just transition and the ambition of achieving

global net -zero emissions by 2050 or sooner, 5L
. . . L. H B AL

and en gage with our industry associations to P q;
K Y

encourage climate advocacy efforts that are
consistent with these goals.O0 1!

GFANZ writes that a financial institution should
Oensure that direct and indirect lobbying and
public -sector engagement advocate for policies
that support or enable an accelerated and
orderly transition to net zero, and do not
contravene any net -zero commitments of the
institution. Review portfolio companiesO
lobbying and advocacy efforts and utilize
engagement levers to encourage consistency

with the institutionOs own net  -zero objectives.O 1

2.3 Explain how policies and procedures will achieve t argets

While not every measure in a plan will be quantifiable in metrics such as
tons of GHG emissions reductions, Credible Climate Plans should conta ina
mix of qualitative and quantitative analysis to explain how the measures
they include will actually deliver progress towards targets. This repl icates
the requirements for federal Emission Reduction Plans under CNZEA A.
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2.4 Timelines for implementation of key measures

This is essential to ensure that measures are implemented in a tim ely
manner that recognizes the urgency of the climate crisis. It also a llows
regulators and investors to assess whether the Credible Climate Plan is
being implemented in a timely manner. This mirrors a require ment from
CNZEAA.

2.5 Explain how Credible Climate Plan aligns with the

organizationOs overall strategy

Corporations and financial institutions need to explain in their Credible
Climate Plan how their operations and overall strategy remain viable and
profitable in relation to the targets established in the plan. This a nalysis is
crucial to ensure consideration is given to the time horizons for which a
corporation may remain viable during a just transition and in tu rn supports

actions and business, investor, and consumer knowledge.

2.6 Explain how the targets and plan are aligned with UNDR IP

UNDRIP &2 establishes a requirement to uphold the human rights of

Indigenous peoples, including rights to self-determination, dignity, an d
well -being (see further information on UNDRIP in Section 4B(1)). UNDRIP
must be considered in the creation of Credible Climate Plans. Fur ther,
Credible Climate Plans must explain how the targets and plan are a ligned
with UNDRIP.

2.7 Actions to address data limitations

There will inevitably be gaps in the data, particularly in the e arly iterations
of Credible Climate Plans. However, this should not be used as an excuse
to delay action, and the plan should detail how data will be impro ved.

3. Reports

Annual reporting is essential to reassure regulators and investors th at

progress is being made to implement a Credible Climate Plan.

Credible Climate Plans will be iterative, as regular reporting e nsures that
they improve over time, keeping pace with advances in climate scie nce
and mitigation and adaptation technology, and becoming more detailed

and rigorous as improved data becomes available.

Crucially, reports must be included in annual financial reports to require
sign off by company officers and independent third-party assurance.
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G.!Key principles

The following key principles should be followed by the federal government

in developing standards for Credible Climate Plans and should also gu ide
financial institutions, pension plans, and corporations in developin g and
implementing their Credible Climate Plans. While more high le vel and
subjective than the Oessential elementsO described above, these principles

are nonetheless essential for the transition to net zero to be succe ssful.

1. Respect Indigenous Rights, Sovereignty, and Govern ance
Indigenous Peoples have key knowledge for biodiversity protection a nd the
fight against climate change. 8 Recognition and respect for Indigenous
communitiesO legal systems: inherent, constitutionally-protected rights; and
leadership in addressing the climate crisis is critical for a Credible Climate
Plan.

Aligning CanadaOs financial system with climate goals in a way that respects
Indigenous rights, recognizes Nation-to-Nation relationships, and advance S
reconciliation requires a deeper analysis and a meaningful mul ti-stakeholder
process with Indigenous communities and governments that was not
conducted as part of this Roadmap. None of the co-authors of this Roadm ap
are Indigenous. The intention of this Roadmap is to provide a set of policy

proposals that should be developed and implemented by the federal
government in partnership with Indigenous governments.

Indigenous rights and sovereignty must be integrated into the standards for

Credible Climate Plans, as well as into the process by which the Cr edible
Climate Plans are developed. Federally regulated private and publ ic financial

institutions and corporations continue to perpetuate harm on the exer cise
of Indigenous rights and sovereignty. In developing the more detalil ed

requirements and guidance for Credible Climate Plans, the federal
government must learn from these critiques and ensure deep and
meaningful engagement with Indigenous Nations.

Further, the creators of Credible Climate Plans must also respect the rights
of Indigenous Peoples. UNDRIP, FPIC, and the Truth and Reconciliati on
Commission (TRC) Calls to Action (see definition box) require Canadian
investors and businesses to respect Indigenous governance and the rights

of Indigenous people to provide B or deny B consent. This is particu larly

relevant for resource extraction and land-use projects.
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The United Nations Declaration
onthe R ightsof Indi  genous
Peoples

UNDRIP, FPIC, and TRC UNDRIP, The United
Nations Declaration on the Rights of Indigenous
Peoples, was adopted by the UN General
Assembly in 2007, and implemented by

Canadian parliament in June 2021. 1 It sets out
an obligation to uphold the human rights of
Indigenous peoples, including their rights to

self - determination, dignity, and well -being.
UNDRIP reaffirms and formalizes rights that
Indigenous people already had. L

The Canadian federal governme  nt enacted
legislation to implement UNDRIP in June 2021.
FPIC, or Free Prior and Informed Consent, Ois a
principle protected by international human

rights standards that state, all peoples have the
right to self -determination and D linked to the
rightto s elf-determination D all peoples have
the right to freely pursue their economic, social
and cultural development.O0 !

The Calls to Action from the TRC, or Truth and
Reconciliation Commission, offer 94
recommendations to address the historical and
ongoing wa ys Canada harms Indigenous
peoples. Call #92 is directed to businesses. It
calls for CanadaOs private sector to apply
UNDRIP and FPIC, build relationships with
Indigenous communities, commit to meaningful
consultation, ensure equitable access to jobs
and e ducation for Indigenous peoples, and
teach staff and management about the history
and legacy of CanadaQs treatment of Indigenous
peoples, including residential schools. L

residential schools, see:
https://nctr.ca/education/teaching -
resources/residential _-school -history/ and
https://nctr.ca/exhibits /residential -school -

timeline/ !
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2. Prioriti  ze Climate Equity and Justice

Climate action requires addressing climate injustice. Climate justice

requires those historically responsible for climate change and which have
the capacity to pay to Oshoulder the burdenO of climate action. 84 Wealthier
and industrialized countries like Canada are historically responsi ble for
higher emissions, have higher per capita emissions, and have grea ter
capacity to fund mitigation and adaptation to climate change. This

responsibility applies to public governments and the private sector. Priva te
financial institutions are in-part historically responsible for cli mate
damages, having funded extractive and emitting industries in the decades

before the Paris Agreement and the six-years since. 85

Inequality drives climate change. It Osystematically undermines clima te
action, decoupling the vulnerable from the powerful.O 86 A Credible Climate

Plan must acknowledge and aim to reverse these inequities, by
considering impacts on vulnerable groups, communities, and ecosystems
and the knowledge of Indigenous Peoples. 87

Race to Zero recommends to Oconsider the broader soc ietal/social
consequences and impacts of mitigation actions, including on race
gender and intergenerational equity. Seek to enable all a ctors to
contribute to the global transition toward (net) zero th rough
engagement, information sharing, access to finance, and capacity
building. Develop pledges, plans, and actions in considerat ion of
justice, drawing notably on the Sustainable Development Goals and

Articles 2 & 4 of the Paris Agreement, as well as its Preamble.O !

This requires an investment strategy that targets positive impacts.
Only considering the risks to an individual portfolio, rather than the
relationship between social and climatic systems, may exacerbate
ineaualities and weaken cooperation acainst climate chanae.

3. Advance adaptation and biodiversity protection, not | ust
mitigation

The challenges of climate change cannot be addressed by only cutting

emissions. The global average temperature has already warmed by 1;C. 88
Climate change is already causing disastrous impacts, including adverse

impacts on biodiversity, and loss and damages for vulnerable

communities. Investment in adaptation is necessary to reduce the

damages from climate change that can no longer be avoided. Bolster ing
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natural resilience through biodiversity is the most effective soluti on.
Rebuilding biodiversity supports climate resilience and has positive
economic and financial impacts. 89 Climate-aligned financial institutions
must focus on mitigating emissions as well as enhancing adaptive

capacity, strengthening resilience, and reducing vulnerability to clim ate
change. This must be achieved through building the resilience of
socioeconomic systems and biological diversity. 90

4. Focus on Climate Impacts, not just Risks

Institutions and regulators must explicitly prioritiz e positive impacts

towards net-zero. Climate-related disclosure is a foundation for

understanding climate risk, but it is not necessarily a step towards align ing
with climate action. Many OESGO-labelled strategies identify envir onmental,
social, or governance (ESG) risks but may not intend to improve the
related ESG results. Reducing climate risks for a portfolio does no t
necessarily positively impact the climate transition. 9 For example,
consider if financial institutions avoid areas with high physical cl imate risk.
While this might insulate portfolios from physical climate risk in the short-
term, it would result in capital flight from the regions most vuin erable to
climate damage, leaving them without funding to invest in adaptation or
mitigation and creating a degenerative feedback loop. 92 Instead, the
financial institution should focus on the climate impacts of investm ents,

aiming to reduce emissions and build resilience.

The purpose of Credible Climate Plans is to address this gap. A Credibl e
Climate Plan, and the related suite of regulation, captures both the
climate-related risks to the financial system and the impacts from fi nance

on society and climate.

Business and financial returns are a product of overall market

performance. If the severity of climate change increases, the re lated
financial risks become unavoidable, or Ounhedgeable.O 93 But if businesses
and investors mitigate emissions and build resilience to physical clima te
damage, a more orderly transition would be possible. Financial i nstitutions
have an interest in building a more stable future economy by in vesting to

reduce the damages of climate change.
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5. Aligning Private Financial Institutions and
Pension Plans

This section makes recommendations on aligning federally regulated financial
institutions (FRFIs), which includes banks, insurance companies and trust and
loan companies, and federally regulated pension plan s (FRPPs) with a 1.5;C
pathway. The cornerstone of these recommendations is requiring that FRFIs and
FRPPs prepare, publish, and report on Credible Climat e Plans (as int roduced in
Section 4), and their review and approval by the Off ice of the Superintendent of
Financial Institutions (OSFI).

n the form of
amending capital
placing

In addition, we recommend that OSFI takes supportive action i
continuing its program of scenario analysis and stress testing,
adequacy and prudential requirements for high carbon assets, and
statutory investment and lending limits on those assets.

Key recommendations for private federally regulated

financial institutions (FRFIs) and pension plans (

©! 5.A Require FRFIs to
prepare, publish, and report
on Credible Climate Plans

!

FRPPs)

5.E Amend capital adequacy
requirements and align
prudential requirements to
account for higher risks of

©! 5.B Require FRPPs to high-emitting assets and
prepare, publish, and report activities (particularly
on Credible Climate Plans activities without credible
decarbonization pathways)
©! 5.C OSFI to review plans
and reports within a specific ©! 5.F Place statutory
timeframe and approve or investment and lending
request amendments limits on certain types of
assets that have the highest
©! 5.D OSFI to jointly lead, climate risk (i.e., those

with Bank of Canada, an
expanded and more
rigorous program of stress
testing and scenario
analysis

identified by the
International Energy Agency
(IEA) as incompatible with
keeping warming below
1.5;C, including thermal
coal investments and new
fossil fuel expansion)
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FRFIs and FRPPs wield incredible financial resources in Canada, a nd so

have a major impact on climate change. However, for decades the y have
been, and they continue to be, financially entrenched in high-e mitting
industries. Although we are seeing a trend towards them making

commitments to net zero under voluntary international climate i nitiatives,
this has not translated into action or concrete plans to align with a credible
1.5;C pathway. Even more dangerously, some of these organizati ons are
continuing to increase financial flows to activities that are incom patible

with climate science and that are fuelling the climate crisis.

Canadian financial institutions have signed up to an array of v oluntary
international initiatives that commit in various ways to the Pari S
Agreement and achieving net-zero emissions by 2050. CanadaOs six

largest banks have joined the Net-Zero Banking Alliance (NZBA) , only
three Canadian asset owners have joined the Net-Zero Asset Owne r
Alliance °* and several insurance companies who operate in Canada have
joined the Net-Zero Insurance Alliance. % Many Canadian investors have
signed onto the UN Principles of Responsible Investing, % and over forty
institutional investors have joined the Responsible Investment

AssociationOs (RIA) Canadian Investor Statement on Climate Chan ge. ¥

These commitments and affiliations demonstrate that private financia I
institutions recognize that climate-aligned finance is important and ser ve
as a helpful baseline for the minimum standards for climate-ali gned
financial policy.

However, these voluntary initiatives alone are insufficient. First, they lack
effective means of enforcement and have not proven able to en sure that
their standards are followed. Second, they set a range of standards a nd
deadlines, use different terminology, and give signatories wide discr etion
as to how to demonstrate compliance which makes it difficult for in vestors
and consumers to differentiate between market leaders and laggards,

contributing to confusion and greenwashing. Finally, by definition , financial
institutions are not required to join voluntary initiatives, so pa rticipation

has been limited, particularly in the pensions and insurance sectors.

Inside or outside of these voluntary initiatives, the quality, con sistency,
and credibility of net-zero commitments varies considerably.

Commitments usually lack clear or accurate definitions for term s such as
Onet-zero by 2050,0 recognizable standards and baselines for

comparability, or any sort of credible pathway for achieving these goals.
For example, a report by the Institutional Investors Group on C limate
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Change (IIGCC) in collaboration with the Transition Pathway | nitiative

(TPI) gave low scores to the three of CanadaOs largest banks it surv eyed,
particularly when it comes to four indicators: interim targets,

decarbonization strategies, climate policy engagement, and inclusion o f
climate metrics in audited financial statements. % This report is particularly

significant as it comes from the investor community.

Further, despite joining voluntary climate initiatives and committi ng to
net -zero, Cana daOs largest five banks increased their financial support to

the fossil fuel industry from 2020 to 2021. The following ch art from the
Banking on Climate Chaos Report shows all of CanadaOs big five banks
ranked in the top nine of the banks globally who provided the la rgest
increases in financing of fossil fuels:

BIGGEST FINANCING INCREASES 2020-2021 (8/LLIONS USD)

WELLS FARGO

$20 B MORE THAN 2020
RBC [EJ W $19BMORE

SCOTIABANK L 4

$14 B MORE

CieC L ]

$13 B MORE

JPMORGAN CHASE $10 B MORE

ING $5 B MORE

MIZUHO $4 B MORE

m *

$4 B MORE
BANK OF MONTREAL [EJ [l $4BMORE

AGRICULTURAL BANK OF CHINA $3 B MORE

CHINA MERCHANTS BANK

MUFG L

$0B $5B $10B $15B $20B

Chart from Banking on Climate Chaos: Fossil Fuel Finance Report 2022, available online:
https://www.bankingonclimatechaos.org//wp -content/themes/bocc ~ -2021/inc/bcc  -data -
2022/BOCC 2022 vSPREAD.pdf . Page 13.

These problems go beyond the banking sector. A recent report on two

Canadian life and health insurance companies found that despite ha ving
made net-zero commitments, they are estimated to finance emission S
equivalent to three-quarters of CanadaOs national emissions and a re
ranked in the top three biggest Canadian investors in companies on th e

Global Coal Exit List. 99

Voluntary initiatives have led to commitments but not action in the

financial sector. Regulation is clearly required to align pathway S with
required climate action, reward leadership, restore public trust, and
ensure a fair and level playing field across financial instituti ons and
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pension plans. Requiring Credible Climate Plans, based on clear,

standardized metrics, is the key regulatory tool. Credible Climate Plans
would give financial institutions the flexibility to determine the specific
policies and procedures to align with climate goals, but within a consiste nt
framework and clearly defined parameters that are aligned with CanadaOs

legal obligations and the best available climate science.

The essential elements of a Credible Climate Plan build on the principles
from these voluntary initiatives. They must be given the force of law to

ensure accountability, transparency, and comparability across financia I
institutions and over time. Section 4 introduced the Credible Clima te Plan,
elaborating on the essential elements and the key actions that shoul d
result from implementation.

OSFI has a crucial role to play in overseeing the adoption and

implementation of Credible Climate Plans and aligning macropruden tial
regulation with CanadaOs climate goals , as part of its statutory mandate to
protect the safety and soundness of the financial system . It has made
some encouraging progress on climate-related finance to date, such as
partnering with the Bank of Canada to model transition-related cl imate
risks, concluding that quicker policy action would reduce risks to the

financial system. 190

The recommendations below represent key legal and policy action th at
could be taken in the near term to move financial flows in C anada to
support climate obligations and to a sustainable finance system.

A.!Mandatory Credible Climate Plans for FRFIs

The FRFIs regulated by OSFI include 81 banks, 206 insurance com panies,
and 57 trust and loan companies. 101

OSFI has recently proposed guidance 102 on managing climate-related risks

for FRFIs. Although the Draft Guideline includes a requiremen t for FRFIs to
have OClimate Transition Plans,0 1 it fails to provide specificity on what

metrics make up a  credible plan. Without prescription on the necessary

plan contents the benefits of transparency, comparability, standardizatio n,
and financial flow progress will not be realized.

In finalizing the guidance, OSFI has an opportunity to require the adoption
of Credible Climate Plans (as explained in greater detail in Se ction 4). As
noted by the Bank of Canada, a Ostandardized and systemic approachO to

climate risk disclosure initiatives is underway domestically and
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internationally. %% The structure of the Credible Climate Plan with specific
standards and enforcement by OSFI would provide the clarity, metrics,
and enforcement that is missing from the Draft Guideline.

OSFI can and should take a phased approach, first applying more rigo rous
standards to CanadaOs domestic systemically important banks (D-SIBs) 105
with effect beginning from the end of 2023, then rolling out to smaller
banks over time. Currently, CanadaOs big six banks are already bound by
similar timelines due to their commitments to the NZBA. More impo rtantly,
these banks have the sophistication and capacity to deliver on these

timelines, and a responsibility to do so given the significance of th eir

financed emissions.

Crucially, FRFIs should be prohibited from claiming to be net-ze ro, Paris
Agreement, or climate aligned until they have publicly released a Credible
Climate Plan, to protect consumers and investors from greenwashing i n

the interim and to incentivize early compliance.
B. 'Mandatory Credible Climate Plans for FRPPs

As the regulator of FRPPs, OSFI oversees an estimated seven percent of
CanadaOs pension plans. 1% These plans represent employees of large

federally regulated institutions such as banks, telecommunications (| ike
Bell Canada), and transportation (like Air Canada), 107 providing retirement
security for a significant number of Canadians. 108 These FRPPs have not
made significant public progress on climate-related disclosure or climate -
aligned investing. OSFI must issue clear guidance and regulation to

resolve this gap.

OSFI has yet to propose guidelines for managing climate related fi nancial
risk for FRPPs, although has indicated that it will do so. It should do So as
a priority, based on the proposals outlined above in Section 5A.

Further, OSFI is a member of the Canadian Association of Pensi ons
Supervisory Authorities (CAPSA), which can create guidelines for all
pensions, including non-federally regulated plans. By mandating FR PPs to
prepare, implement, publish, and report Credible Climate Plans, OS FI
would take a leadership role among pension regulators. This is e ssential to

safeguard th e hard -earned pensions of employees in federally regulated
industries. OSFI should then work with CAPSA and other appropriate
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regulators to standardize climate-aligned financial policy across Can adian
pension plans.

C.!OSFlI to review Credible Climate Plans and approve or r equest
amendments

OSFI must take on the role of reviewing Credible Climate Pla ns submitted

by FRFIs and FRPPs to ensure they are include the essential elemen ts.

OSFI must be required to issue a formal decision either approving the

Credible Climate Plan, or, where it is deficient in one or m ore of the

essential elements, requesting amendments. To ensure progress in

implementing Credible Climate Plans, OSFI should review annua | progress

reports and similarly issue a decision on whether progress is satisfacto ry,

or if not, setting out specific remedial action to be taken.

All plans and reports, and OSFIOs decisions in relation to them, sh ould be
published on a central online registry to promote transparency.

D. !Expand stress testing and scenario analysis

Pricing climate-related risks accurately is challenging, particularly using
backward-looking techniques. OSFI and the Bank of Canada must ex pand
stress testing and scenario analysis. These exercises must align with

limiting warming below 1.5;C, assess both physical and transition risk and

include regional and sector specific scenarios.

E.! Amend capital adequacy requirements

Capital adequacy requirements (or capital requirements) define the

amount of capital a bank or other financial institution must hav e on hand
relative to its risk-weighted credit exposure. This percentage ratio i S set
by the regulator based on perceived risks. Financial institutions are

incentivized to make decisions that reduce the capital they must have on
hand, so a higher capital requirement would disincentivize an in vestment.
Capital requirements traditionally (yet incorrectly) perceive high -emitting
assets as lower risk because they often attract a high credit rating and are
profitable over the short-term. This favours climate polluting a ssets like
fossil fuel infrastructure and misconstrues the high risk over the medium-
and long-term. Regulators must amend and reinform their risk pe rception

of high-emitting assets based on climate science and 1.5;C demand
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scenarios. This would naturally increase the risk profile and r esulting
capital requirements for fossil fuels.

Traditional capital adequacy requirements disincentivize greener

investments for the same reason. Although many green technologie s, like
solar, are mature technologies, they may still be less understood by
finance institutions. They are therefore evaluated as higher r isk simply due

to relative novelty and may be underfunded as a result.

The Bank of Canada recognized that the risk from high-emitting assets is
misrepresented without differentiated capital requirements. Not fixing this
is Omaking a sudden repricing of carbon-intensive assets more likely and
leaving investors exposed to sudden financial losses. Mispricing can def er
investments needed to achieve such a transition.O 109

Fossil fuel activity is significantly exposed to climate-related transi tion
risks (and is a leading cause of worsening the climate crisis through GHG

emissions). 1% Expanding fossil fuel infrastructure is particularly risky.
OSFI should integrate climate science into its risk analyses, so these
activities would be understood as higher risk and would yield higher

capital requirements to reflect this risk. OSFI outlined the high tr ansition
risk for Canadian fossil fuel assets in its scenario analysis pilo t study but
has not yet integrated these findings into regulation. 111 Both the risk of

the asset, and the systemic risk resulting from the asset, are importan t:
continued combustion of fossil fuels poses a systemic risk to the financi al
systemOs stability by worsening climate-related damages. Exploring for

and expanding fossil fuel development poses an even higher risk, as this is
clearly incompatible with keeping warming below 1.5;C. 112

The Basel Committee on Banking Supervision recently proposed hi gher
capital requirements for cryptocurrency assets, recognizing these assets

risk generating instability throughout the financial system. 113 They
proposed a Oone- for -oneO holding requirement. Based on the risks to the
financial system and global climate associated with fossil fuel expan sion

and exploration, OSFI must similarly apply higher capital adequacy
requirements.

Capital requirements for FRFIs must be informed by climate science,
including credible pathways consistent with a 1.5;C temperature limit
given the systemic risks if this level of warming is exceeded. 114 Similarly,
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actuaries to FRPPs should be required to consider climate-related risk
factors when conducting plan valuations.

F.! Statutory investment and lending limits on high climat e risk
assets

For certain types of assets that are subject to exceptionally high clima te

risk (e.g., thermal coal investments and new fossil fuel expansi on

projects), hard investment and lending limits should be introduced.
Implementation of Section 5 Recommendations

Implementation

Recommendation 5.A (Require adoption of Credible Clim ate Plan
by FRFIs)

Step 1.

OSFI to revise proposed guidance, Draft Guideline B-15, to:

¥ establish the essential elements of a Credible Climate Plan;

¥ require inclusion of a Credible Climate Plan in annual fin ancial
report; and
¥ outline that OSFI will be the principal body for reviewing Cre dible

Clim ate Plans and approving or requiring amendments.

Step 2:

Adopt Regulations under the Bank Act ,''® Trust and Loan Companies

Actt® (TLCA), Insurance Companies Act 117 (ICA), and Cooperatives

Credit Associations Act 18 (CCAA) outlining the minimum content of a

Credible Climate Plan and requiring its inclusion in the annual financial
statement. Define OSFI as the principal body for reviewing these Credible
Climate Plans and approving or requiring amendments.

Adopt Regulations 11° to place a prohibition on marketing of climate-

related claims unless a bank has published an approved Credible Clim ate
Plan and made required disclosures e.g., fossil fuel holdings, scenar io
analysis.
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Recommendation 5.B (Require adoption of Credible Clim ate Plan
by FRPPs)

Step 1.

OSFI to issue guidance on climate risk management for FRPPs, eithe r
through new guidelines or amending current guidelines to require:

¥ that Statements of Investment Policies and Procedures
acknowledge climate change as a material systemic risk to
investments;

¥ the prudent management of climate change risk in investments
requires setting targets that align with 1.5;C and adopting a
Credible Climate Plan;

¥ the preparation of actuarial reports includes an assessment of
alignment with 1.5;C;

¥ disclosure of a Credible Climate Plan and climate risk reporting i n
annual regulatory returns; 120 and
¥ an explanation of how OSFI will use its powers to give directio ns to

administrators where climate risk is not being properly assessed or
managed. 1%

Step 2:

Adopt Regulations under the Pension Benefits Standards Act 1?2 (PBSA)
outlining the minimum contents of a Credible Climate Plan and r equiring
a Credible Climate Plan to be included in an FRPPOs annual regul atory

returns. 22 Define OSFI as the principal body for reviewing these Credible
Climate Plans and approving or requiring amendments.

Recommendation 5.D (Require scenario analysis and stress
testing)

OSFI to build on the pilot project with the Bank of Canada to al ign
scenario analysis and stress testing to limit warming to 1.5;C.

Recommendation 5.E (Amend capital adequacy requirements and
align prudential requirements)

Option 1:

OSFI to revise the Capital Adequacy Requirements (CAR) Guidelin e to
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align with CanadaOs climate commitments and its scenario analysis, by

ensuring that the risk weighting for investment (including loans, bo nds or
derivatives) for fossil fuel resources or infrastructure is propo rtionate to
the risk.

OSFI to amend Life Insurance Capital Adequacy Test (LICAT) Advi sory 125
(for federally regulated life insurers) and Minimum Capital Test 1?6 (MCAT)
Guidance (for federally regulated property and casualty insurers) to

include chapters on calculation of climate-related risks.
OSFI to issue directions to actuaries under the ICA 127 covering:

I'l weighting of high-risk assets; and
I'l higher likelihood of pay out due to climate events.

OSFI to issue guidance under the PBSA 128 relating to appropriate
assumptions and methods for calculating climate-related risk in actuari al
reports.

Option 2:

Adopt regulations under the Bank Act ,'2° TLCA,*3° and ICA®3! introducing
capital requirements based on high-risk carbon holdings.

Amend the Pension Benefits Standards Regulation 132 (PBSR) to require

that the Statement of Investment Policies and Procedures include policie S
and procedures pertaining to the differentiated risk weighting of high -risk
carbon intense assets.

Recommendation 5.F (Statutory investment and lending | imits)

Amend portfolio investing and lending limits to interests in thermal coal
and oil and gas expansion under:

¥ the Bank Act 133:
¥ the TLCA?4: and
¥ the ICA. 135

IHSYHE (" H)+(F#.10'L,#-2 #I)3+(0%' - A-H$H" 75’




6. Aligning the Federal Public Administration
including Crown Corporations

This section makes recommendations on actions to align the federal
public administration, including federal Crown corporation S, with a 1.5;C
pathway through mandatory Credible Climate Plans.

Key Recommendations:

©! 6.A Minister of Finance to publish annual report on climate ri sks and
opportunities for the federal public administration that sets the gold
standard for Credible Climate Plans

©! 6.B Require financial Crown corporations and departments to
develop, publish and report on Credible Climate Plans, subject to
review and approval by the Finance Minister with input from Net
Zero Advisory Board (NZAB)

Canada ranks highest among all G20 countries for providing public

financing for fossil fuels. %% The federal government has committed to
eliminate fossil fuel subsidies by 2023 and develop a plan to phase- out all
public financing to the fossil fuel sector, including from Crown

corporations. 137 Despite these commitments, the federal government and

its agencies continue to subsidize or provide support for fossil fuel

expansion. 138 This works against CanadaOs obligations pursuant to the

Paris Agreement and is not aligned with limiting global warming to

1.5jC. 139 As a wealthier and industrialized country, Canada should be a
leader in aligning public financing with 1.5;C. 140° All federal departments,
agencies, and Crown corporations must work to deliver CanadaOs
international treaty commitments under the Paris Agreement and

commitments under the CNZEAA. As a first step, the federal governme nt
must align the federal public administration, including Crown corpora tions,
with its commitments under the Paris Agreement by requiring Credible

Climate Plans. The essential elements of a Credible Climate Pla n are

described in section four

A.!Annual climate reporting by the Minister of Finance

Under s. 23 of CNZEAA, the Minister of Finance is required to publish an
annual report on the key measures taken by the federal public
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administration to manage Ofinancial risks and opportunities related to
climate change.O *! The Minister of Finance must fulfil this obligation Oin

cooperation withO the Minister of Environment and Climate Chan ge
Canada. This whole of government approach is essential in addressi ngt he
climate crisis. Yet more than a year after CNZEAA became law, s. 23 of
CNZEAA still has not been brought into force. 142

Certain action suggests the Minister of Finance has begun designing a

strong process for the government to report on climate-related finan cial
risks, such as a mandate to partner with the Minister of Environm ent and
Climate Change Canada '** and Export Development Canada. 144 However,
the Governor in Council should bring s. 23 into force as soon as possible

and the Minister of Finance should publish the first annual repor t by the

end of April 2023.

For the Minister of Finance to have high-quality information about the
governmentsO activities, a Credible Climate Plan must be devised and
reported on for the federal public administration including Crown

corporations. Therefore, to standardize high quality planning and

reporting, the Minister should adopt regulations as soon as possible to

formalize requirements for and mandate the creation of Credibl e Climate
Plans.
B. 'Mandatory Credible Climate Plans from financial Crown

corporations

Crown corporations are government organisations that have a mix ture of
commercial and public policy objectives but operate at armOs length
following a private sector model. They are directly owned by the

Government of Canada and are usually established through legisla tion
which sets their mandate, powers, and objectives. 145 They are a significant
portion of CanadaOs economy; - annual revenues for Crown Corporations
(federal, provincial, and municipal) are equivalent to more than seven
percent of CanadaOs GDP B more than all of Atlantic Canada, or

Saskatchewan and Manitoba combined. 146

Crown corporations could be a significant lever for the governme nt to
advance climate action and promote climate opportunities, but instead

they continue to subsidize fossil fuels. 147 In 2021, the government

mandated that federal Crown corporations would have to report clim ate-
related financial risks using the Task Force on Climate-Related Disclosure
(TCFD): by 2022 for large Crown corporations (entities with o ver $1 billion
in assets) and by 2024 for smaller entities. 148 But considering and

reporting climate-related financial risks does not necessarily mean an
institution is advancing positive climate impacts or aligning with clima te
goals. 4°
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Crown corporations act at armOs length from the government, but

ministers shape the way they operate. Every federal Crown corpo ration is
ultimately accountable to Parliament for the conduct of its affairs, and
most are part of the federal public administration. Cabinet can issue

directives to the Crown corporation if it is considered in the public interest.
A Crown corporation can then be required to report on progress to th e
relevant minister. Even without specific directives, most Crown

corporations must provide an annual corporate plan to the relevan t
minister, and in some instances to the Minister of Finance, for Cabinet
approval. 0 Therefore, Parliament is accountable for the Crown

corporationOs activities. Corporate plan duties can easily be extended to
require Credible Climate Plans.

Certain federal Crown Corporations b financial Crown corpor ations b are
particularly important for climate change due to the role they cur rently
play in financing fossil fuel extraction or exports, the magnitu de of their

assets, and/or the opportunity for them to provide leadership. This
includes:

Export Development Canada (EDC);

Business Development Bank of Canada;

The Canada Infrastructure Bank; and

The Canadian Development Investment Corporation 151

Cabinet should require these financial Crown corporations to prese nt
Credible Climate Plans to relevant ministers as part of the Crown
corporationsO annual corporate plan and reporting requirements. 152 The

relevant minister(s) must review the Credible Climate Plans to ensure they

are compliant and must request amendments where necessary. Progress
against delivering Credible Climate Plans should be reported annual ly and
publicly.
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Case Study: Export Development
Canada

EDC is CanadaOs export credit agency. It provides
almost $14 billion of annual support to oil and

gas companies on average. ! EDC provides this
support through project financing, general

corporate loans to fossil fuel companies and with
financing through the Canada Account. In July

2021, EDC committed to net -zero emissions by
2050, but the details do not address the key

ways EDC contributes to worsening climate

change and is therefore insufficient. EDC set oll

and gas targets, but they do Onot imply an end to

EDC support for Canadian oil and g as producers.O
They also indicate ongoing support for methane -
based natural gas. ! EDC must stop supporting

new fossil fuel production to avoid lock -in and
align with limiting warming below 1.5;C.

For EDC to align with the goals of the Paris
Agreement, ! it must immediately end support for
any projects or companies engaged in new fossil
fuel production or expansion. The Minister of
Finance and Minister of Small Business, Export
Promotion and International Trade should make
regulations that prevent EDC from transactions
that would provide financial support to a project

or company with plans to expand fossil fuel
production. ! EDC must be mandated to develop a
Credible Climate Plan, which can be achieved
through Cabinet issuing a directive that Crown
corporations include a Credible Climate Plan in
their annual corporate plan. L

The Canada Account is used to support export
trans actions that the Minister of Small Business,
Export Promotion and International Trade
determines to be in the national interest, but EDC
deems too risky. Canada Account obligations are
paid from the Consolidated Revenue Fund,
burdening federal taxpayers wi th the (climate
and financial) risks when the Canada Account
finances fossil fuel projects. The Ministers of
Finance and Small Business, Export Promotion
and International Trade should adopt a policy to
not authori ze any financing through

the Canada Accoun t that supports the
expansion of fossil fuel production or
infrastructure (e.g., pipelines) as these
activities are presumptively not in the
national interest due to the climate
emergency. The Ministers have direct

and explicit control over the Canada
Account so can easily enforce this
requirement. 1!
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Implementation of Section 6 Recommendations

Implementation

Recommendation 6.A (annual reporting and Credible Climate Plan s by
the Minister of Finance)

Bring s. 23 CNZEAA into force immediately.
Minister of Finance to publish s. 23 annual report by April 202 3.

Adopt regulations under CNZEAA 1% prescribing minimum content of a

Credible Climate Plan for the federal public administration, incl uding
Crown corporations that must be included in the MinisterOs annual r eport
under s. 23.

Recommendation 6.B (require Credible Climate Plans in annual corporate
plan)

Issue cabinet directive requiring financial Crown corporations to i nclude
a Credible Climate Plan in the annual corporate plan. 154

Cabinet to implement regulations under the Financial Administration Act

(FAA) laying down minimum requirements for alignment with climate

goals in corporate plans and stating that the Minister will refuse to
approve/require amendment where the corporate plan does not meet

minimum standards of a Credible Climate Plan. 155 These regulations
should include that the Minister will consult with the Net-Zero Adv isory
Body established by the CNZEAA when establishing minimum standards

of a credible plan and assessing credible climate plans.

Amend s. 122(3) FAA to require corporate plans to include a Cre dible
Climate Plan. 16
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7. Aligning Large Federally Regulated Corporations

While the Roadmap focuses largely on the financial s ector, wider alignment
with a 1.5jC goal is necessary throughout the econom y if Canada is to meet
its climate obligations. To begin this process, large federally r egulated
corporations ! should be required to prepare Credible Climate Plans.

Key Recommendations:

I 7.A. Require large federally incorporated corporations (i.e., those
with an annual revenue of approximately $300 million o r more) to
prepare Credible Climate Plans as part of their annual financia I
informati on

I 7.B. Require large corporations to provide information on Cre dible
Climate Plans as part of their Annual Return to Corporations Ca nada
and then make legislative changes to require Credible Climate Pl ans

be submitted to, reviewed, and published by Corporations Canada

A.!'Mandatory Credible Climate Plans for large federally regu lated
corporations
A recent report revealed that Canadian companies are performing poorly

on climate disclosure and planning:

¥ 61 per cent of companies mention the Task Force on Climate-
Related Disclosure (TCFD) in their reporting, but only 26 per ce nt
actually disclose details for its 11 recommendations.
¥ Only 8 per cent of companies disclose quantitative details when
assessing potential climate-related risks.
¥ Less than 18 per cent of companies discuss how climate-related
risks are fully integrated into the overall risk- manag ement process.
¥ Only 32 per cent of companies disclose clear engagement on climate
risk with multiple stakeholders (i.e., supplies, customers,
policymakers). 17

Financial institutions rely on high quality data from their portf olio
companies. Obligations on financial institutions and pension plans nee dto
be mirrored by obligations for large companies to report on finan cial risk
and opportunities and prepare, implement, and annually report on

Credible Climate Plans. These obligations should take a phased appro ach,
applying first to larger corporations (as is the case in the UK and Ne w
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Zealand, for example) and those that have made public net-zero pledges

or similar climate commitments, then roll out to cover the whol e economy.

The threshold for large companies should be set at $300 million in annual
revenues. 158

Given that the Roadmap focusses on federally regulated actors, the f ocus
of these recommendations is on federally regulated corporations,

particularly corporations regulated by the Canada Business Corporations

Act (CBCA). Federally registered corporations accounted for approxima tely
86.9% of market value of all corporations listed on the TSX and TSX
Venture Exchange as of 2018, so this would have a substantial im pact. 1%°
B. 'Require information on Credible Climate Plans in annual return

Corporations Canada should ensure that Credible Climate Plans are

completed by large corporations through the annual return. The Di rector
of Corporations Canada should update the form of the annual re turn to
require federally regulated corporations to identify if they mee t the
standard of a OlargeO corporation (i.e., $300 million in an nual revenues)
and if so, require confirmation in the annual return form that a Credible
Climate Plan with all requisite elements has been created and made

publicly accessible by the corporation.

For a subset of these large corporations, Credible Climate Plans wi Il be
submitted as part of the existing requirement that annual financial

statements for distributing corporations to be submitted to the Director

under the CBCA. 160

Corporations Canada will need to be equipped with new powers and
capacity to fulfil this role (see further at Section 9).
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Implementation of Section 7 Recommendation

Recommendation 7.A (Require large corporations to prep are
Credible Climate Plans)

As described further in Section 8 below, amend CBCA to emphasize that
large corporations must address material financial risks from clima te
change to act in the best interests of the corporation, as prescribed in

regulation. 6%

Adopt Regulations under the CBCA stating that acting in the best
interests of the corporation requires all large companies to adopt

Credible Climate Plans and publish their Credible Climate Plan as part of
their annual financial statements. 162 The Regulation should also require
that information on the requirements to complete a Credible Clim ate

Plan form part of the Annual Return.

Corporations Canada should issue guidance for large corporations on the
requisite elements and standards (as described in Section 4 of this
Roadmap) of a Credible Climate Plan.

Recommendation 7.B (Require Information on Credible C limate
Plans in Annual Return)

Step 1:

The Director should amend the Annual Return form 163 to require
federally incorporated corporations to identify if they meet the O largeO
threshold and if so, require confirmation in the form thata C redible

Climate Plan has been completed, including the requisite essential
elements.

This information should be published in the Corporations Canada F ederal
Corporation database.

Step 2:

Amend s. 160 of the CBCA to require all large federally in corporated
companies to send their Credible Climate Plans and annual reports to the
Director of Corporations Canada to ensure compliance. The Dire ctor
should be empowered to review and reject Credible Climate Plans th at
do not address the requisite essential elements. Authority to publish the

Credible Climate Plans on the Federal Corporation database shoul d also
be included in the legislative amendment.
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8. Equipping corporate boards and pension
administrators to act on climate

This section reviews the legal duties on corporate director s and pension
administrators to act on climate change issues, under a legal co ncept known
as the fiduciary duty. Guidance and legal amendments are nee ded to
designate environmental, social and governance factors, including climate
change, as material, so that action on climate change is taken t o align large
corporations and pensions with 1.5;C.

Key Recommendations:

Provide guidance on the standard that corporate directors and
pension fund administrators must meet to fulfil their current legal
duties, including:

Corporate boards (including boards of federally regulated financial
institutions) to consider and manage material financial risks to the

corporation from climate change, including by following guidance to

align with CanadaOs emission targets and the goal of limiting clima te
change below 1.5;C

Pension administrators to consider and manage material financial

risks to the pension fund from climate change, including by alignin g
with CanadaOs emission targets and the goal of limiting climate

change below 1.5;C

Pension administrators to manage actual and perceived conflicts by
requiring that board members who also sit on boards of fossil fuel
companies without Credible Climate Plans recuse themselves from
decisions regarding how the pension fund will address climate risk
and the fossil fuel sector

Then implement the requisite standards into legislation and regulatio n.
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CanadaOs slow progress in aligning finance with 1.5;C can be partly

attributed to poor corporate governance related to climate change,

contributing to resistance and inertia on the boards of corporations an d
financial institutions, despite the law being clear that they must consi der
and manage material climate-related impacts, and avoid conflicts of

interest. Conflict of interest issues with respect to pension plans and

climate change have recently been highlighted in a report that fou nd
seven of CanadaOs ten largest pension funds have at least one dire ctor
who also sits on the board of a fossil fuel company. 164

Despite the fact that there is a consensus among legal scholars that both
corporate directors and pension administrators must assess and manage

the financial risks from climate change as part of current Canadi an law,
this understanding is not yet routinely reflected in mainstream busin ess
practice, with evidence suggesting that there is still confusion around th e

correct application of the fiduciary duty when it comes to climate

change. %° As noted by the federal Expert Panel on Sustainable Finance,
Owidely used interpretations of fiduciary duty and materiality are lagging
the evolving reality of climate change and its financial implica tions .(}66

This lag seems to be based on outdated perceptions that the fiduciary duty

requires a narrow focus on the short-term financial interests o f the
shareholder or beneficiary, and that climate change is not a fin ancial
concern. This contributes to fiduciaries taking an overly cautious approach
that prioritizes short-term financial gain over long-term fina ncial

sustainability in the face of climate change.

Emphasizing the current state of the law of fiduciary duty on clim ate
change and providing specific direction on what is required to meet the se
duties through guidelines and legislation will help overcome institu tional

inertia and accelerate climate-alignment.

Crucially, this should go beyond emphasizing that the existing law r equires
consideration of material financial risks from climate change. The
government and regulators should direct that prudently managing climate

risk requires alignment with CanadaOs emission targets and the 1.5;C

temperature goal. Requiring a Credible Climate Plan provides th e
regulatory tool with which fiduciaries can demonstrate alignment.
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Explainer on Fiduciary Duty

In Canadian law, fiduciary duties refer to duties that arise fro m a
relationship in which one party (the fiduciary) is responsible fo r looking
after the best interests of another party (the beneficiary). Corpor ate
directors and pension administrators are fiduciaries with significant
decision-making power over financial flows that affect other peo ple.
There are two primary duties flowing from a fiduciary relati onship:

¥ First, the duty of loyalty B to act honestly and in good faith in the

best interests of the beneficiary (e.g., corporate directors must act
in the best interests of the corporation and pension administrators
must act in the best interests of pension plan members).

¥ Second, the duty of care/prudence D to exercise the care,
diligence, and skill that a reasonably prudent person would
exercise in comparable circumstances.

Most pension administrators have a higher duty of care created by

legislation: they must make investment decisions exercising the care,

diligence and skill that a reasonably prudent person would exercise in
dealing with the property of others

When making investment decisions, fiduciaries may be concerned with

detrimental to the fund and would be in the best interests of the
corporation or beneficiaries.

their ability to consider environmental, social, and governance factors
when investing, because of their duties of prudence and loyalty.

However, in current Canadian law, fiduciaries in fact mustcon sider
environmental, social, and governance factors like climate chan ge when
they present a material risk to returns. 167 Further, they may consider
other factors if relevant for advancing the purposes of an organi sation or
fund or if considering those other factors would not be financiall y

A. !Clarifying fiduciary duties to align with 1.5;C

i.!  Current state of corporate directorsO fiduciary duty related to climate
change

Under Canadian law, corporate directors and officers OmayO consider the
environment, and the long-term interests of the corporation and the
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interests of a wide range of stakeholders when considering what is in the
best interests of the corporation. 168 Canadian courts have not yet

considered corporate fiduciary duties in the specific context of climate

change.

While this approach allows directors of a company to make business

decisions to align with climate goals, it does not expressly require th em to.
This permissive language, coupled with the wide deference given by the
courts to corporate directors and officers under the Obusiness judgment

principle,O contribute to an inconsistent approach. Further, federal

legislation regulating other corporations such as banks, insurance

companies, or trust and loan companies does not have the same expli cit
language that directors may include these considerations in determinin g
the best interests of the corporation.

This permissive legislative language (i.e., Omay considerQO) also do es not
align with the opinions of leading legal scholars and practitioners that
because climate change is a systemic risk, corporate directors must inform

themselves about the risks that climate change poses for the business of

the corporation and be satisfied that those risks are appropriately

managed. %° It is clear that corporate directors must consider

environmental, social, and governance risks, including climate ch ange
risks, when financially material.

ii. | Current state of pension administratorsO fiduciary duty
related to climate change

Similarly, pension administrators must consider a broad array of factors
relevant to risks and returns when fulfilling their obligation to act
prudently and in the best interests of contributors and beneficiaries w hen

making investment decisions.

This requires pension administrators to carefully and clearly justi fy how
they invest plan membersO money, including considering the long-te rm
nature of the pension fund when creating the investment strategy, tak ing

appropriate expert advice where necessary, diversifying investments,

monitoring the performance of the fund, and responding to changing

market conditions and material systemic risks. If pension administrato rs
delegate investment decisions to an investment manager, they must be

satisfied that the investment manager is addressing material risks and
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they must prudently and reasonably supervize the investment manager in
their management of the fund.

In addition to their elevated duty of care, pension administrators also have
a specific duty of loyalty to act in the long-term best interests of pe nsion
fund beneficiaries by ensuring that the plan meets its obligations to

provide pensions to current and future beneficiaries. This requir es pension
administrators to be loyal to the terms and purposes of the pension pla n.
Pension administrators must act impartially and even-handedly between
beneficiaries, meaning they cannot inequitably allow for the sh ort-term
interests of, for example, current retirees to privilege the inte rests of
those beneficiaries scheduled to retire in the future. In addition, the duty
of loyalty requires pension administrators to avoid and properly m anage
conflicts of interests between plan beneficiaries and potentially con flicting

interests of the administrator or anyone else.

When these duties are applied to climate risk, pension administrators
likely have the duty to:

¥ understand and assess climate-related risks for the full scope of
emissions across the entire portfolio;

¥ reasonably manage identified climate-related risks to avoid the
worst financial impacts of climate change, including divestment or

exclusion in certain circumstances;

¥ honestly and accurately  disclose climate-related risks and policies
to beneficiaries; and

¥ avoid or properly manage conflicts of interest when making

investment decisions about climate-related risks. 170
Leading Canadian scholars and lawyers argue that the broad framin g of
the fiduciary duty in Canadian law and the evolving context of climate
change clearly requires pension fiduciaries to identify and manage
financial and other risks related to climate-change. 171 As put in a recent

opinion written by senior pensions lawyer Randy Bauslaugh:

O. . .as far as climate change is concerned, the legal question is n ot
whether [pension] fiduciaries are permitted to take climate change into

account when managing plan assets, but rather, in view of the
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consensus evidence of the materiality of climate-related risks and
opportunities, whether they can ever be excused for not taking those
risks and opportunities into account when investing and managing plan
assets E or for not reasonably disclosing what they are doing about

it 372

iii. ' Guidance is needed on the fiduciary duty

Responding to the risks and opportunities from climate change will re quire
fiduciaries to take a long-term view of the corporationOs or pe nsion
beneficiariesO best interests, even if that may involve foregoin g high short-
term returns (e.g., from high oil prices) to avoid exposure to greater long-
term financial risks from the inability to develop fossil fuel reserves or
damage to physical assets from increased extreme weather. There ne eds
to be a shift from the overly cautious approach that prioritizes sho rt-term
financial gain over long-term financial sustainability. Consiste ntly
assessing and managing climate risks in a credible way requires guidan ce

from government.

Further, without government direction, corporate directors and pensio n
administrators may focus only on managing material financial i mpacts to
the corporation or pension fund, which may have little impact in actually

contributing to alignment with CanadaOs emission targets or the 1.5;C
temperature goal. 1”3 This is despite the fact that it is in the best interests

of the financial system as a whole to avoid catastrophic global war ming to
minimize the physical risks from climate change.

Therefore, it is important for the government to require that co rporations
and pension plans not only manage and disclose their exposure to cli mate
risk, but also have Credible Climate Plans that are aligned with CanadaOs
climate targets and the 1.5;C temperature goal. By requiring a Cre dible
Climate Plan, the government can ensure that corporations and pensi on

fun ds are actually reducing their contribution to climate change and
ensure that prudent climate risk management includes alignment with
climate goals.

As corporate directors and pension administrators have legal obligation sto
comply with relevant legislation and regulations, 174 setting out the

required elements of a Credible Climate Plan in regulation wi Il establish a
clear standard and a more easily enforceable duty on corporate dir ectors
and pension administrators to align with climate goals and address clim ate
risks.
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As an interim step, the Office of the Superintendent of Financia I

Institutions (OSFI) and the Minister of Innovation, Science and Industry
should immediately issue statements emphasizing that the current

fiduciary duties of corporate directors and pension administrators not o nly
permit consideration of environmental, social and governance ri sks
including climate change, but imposes a positive obligation to consider a nd
manage any material risks, with a presumption that climate change poses
a systemic material risk to all businesses. OSFI should also provide

statutory guidance on the application of the duty to managing conflicts o f
interest for pension plans. However, amendments to key federal

legislation and regulations are needed to provide further certaint y and
establish a clear legal requirement to have a Credible Climate Plan.

Implementation of Section 8 Recommendations

Implementation

Recommendation 8 (Guidance on fulfilling fiduciary duties)

Initial step: OSFI, with respect to federally regulated financial

institutions (FRFIs) and federally regulated pension plans (FRPPSs), a nd
the Minister of Innovation, Science and Industry, with respect to

federally regulated corporations, issue guidance:

¥ Articulating that their current fiduciary duties require them to
consider and manage material environmental, social and
governance factors, including climate change, and that climate
change is presumptively a systemic and material risk.

¥ Stating that this duty requires them to credibly assess, disclose
and manage risks from climate change according to industry
standards, including federal standards for Credible Climate Plans
based on the essential elements and principles set out in Section
4,

¥ Stating that FRPPs in particular should prevent potential conflicts
by requiring that board members who also sit on boards of fossil
fuel companies without Credible Climate Plans recuse themselves
from decisions regarding how the pension fund will address climate
risk and the fossil fuel sector.
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Subsequent step:

For federally incorporated corporations:

¥ Amend s. 122(1) of the Canada Business Corporations Act 17
(CBCA) to codify the current law that directors must consider and
manage environmental, social and governance risks that pose a
material risk to the corporation, as prescribed in regulation;

AND

¥ Adopt regulations under CBCA 176 that establish that climate change
is presumptively a material and systemic risk and prescribe that
directors of large corporations (see Section 7 above) must develop
a Credible Climate Plan as part of their risk management
framework for climate-related risks.

For banks, insurance companies, trust and loan companies, and
cooperative credit associations, make corresponding amendments to:

¥ Insurance Companies Act  (ICA); 177

¥ Bank Act ;178

¥ Trust and Loan Companies Act  (TLCA); 1”® and
¥ Cooperative Credit Associations Act (CCAA). 180

For federally regulated pension plans:

¥ Amend the Pension Benefits Standards Act (PBSA) to add s. 8(4.5)
to codify the current law that a pension administratorOs standard of
care requires them to assess, disclose and manage material
environmental, social and governance risks from climate change,
as prescribed;

AND

¥ Adopt regulations under the PBSA stating that climate change is
presumptively a systemic and material risk and that pension funds
must adopt a Credible Climate Plan (as defined in Section 5) for
their investment of the assets of a pension fund. 181
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9. Enhance d Enforcement of 1.5 jC Alignment

As outlined in Section 3, financial flows in Canada a re currently not aligned with
CanadaOs climate targets or the  1.5;C temperature goal. The preceding sections
propose a revised legal framework to align CanadaOs finan cial system with those
climate objectives. However, any legal framework is only as strong as its
enforcement. This section therefore makes complementary recommendations to
strengthen enforcement and address greenwashing, two key and interrelated
barriers to aligning finance with 1.5;C.

Key Recommendations:

I' 9.A. Strengthen the powers of existing federal bodies (OSFI, NZAB,
CESD, FCAC, Corporations Canada, and the Competition Bureau) to
oversee the adoption of Credible Climate Plans and combat
greenwashing

| 9.B. Adopt a green taxonomy

I 9.C. Create a new climate-related misrepresentation cause of action
to enable private enforcement

' 9.D. Publish guidance for industry and advertisers

Greenwashing leads to lower quality information B driving capita [ in the
wrong direction, delaying climate action, and increasing exposure to

climate-related risks. It erodes trust in the financial market by ge nerating
cynicism about financial products with green labels. Common

greenwashing examples include advertising net-zero commitments with out
taking science-based action to deliver on them, or selectively disclosi ng
progress on climate-aligned segments of a business while ignoring those

that are not (such as financed or exported emissions), or relying on
unrealistic levels of emission offsets and removals. 182 Greenwashing can

be deliberate (where sustainability is led primarily by marketing teams
instead of integration throughout investments) or accidental (where
investment teams are built without sufficient climate literacy and sci entific
knowledge).
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A lack of standards and guidance exacerbates the problem of

greenwashing as does the lack of effective enforcement mechanisms. B3
strong guidance, oversight and enforcement regime would ensure

institutions develop and deliver on Credible Climate Plans and wou Id
combat greenwashing. The Minister of Finance and the Minister of

Innovation, Science and Industry should strengthen the roles of exi sting
federal bodies to support aligning CanadaOs financial system with 1.5 iC.
Further, a green taxonomy should be adopted to ensure climate fin ance
claims and advertisements are objectively assessable, comparable, and

not rooted in greenwashing along with stronger investigatory and pri vate

enforcement options to combat climate misrepresentations in advertising.
A.!Strengthen existing federal bodies
At the federal level, OSFI is the key regulator of private f inancial

institutions which includes CanadaOs largest banks and insurance
companies, as well as certain pension plans. Due to the scale and

importance of these entities on the financial system in Canada, O SFl has a
central role to play in shifting the financial flows to align w ith 1.5;C and
advance sustainable finance action. However, OSFIOs actions alo ne will
not be sufficient, so below we recommend giving other federal re gulators

a supporting role to provide oversight and enforcement and to better
protect consumers and investor.

i.1  Office of the Superintendent of Financial Institution s (OSFI)

OSFI has broad regulatory authority with respect to the financial
institutions and pension plans it oversees, including advancing a

regulatory framework to control and manage risk, supervising th e sound
financial condition of the entities it regulates and evaluating syste m-wide
or sectoral developments that may negatively impact the financial

condition of financial institutions. 184 This gives OSFI a clear mandate to
address the systemic climate change risks impacting our financial sector

with respect to federally regulated financial institutions (FRFIs) a nd
federally regulated pension plans (FRPPs). OSFI should take a leade rship
role in setting a high standard to influence other federal and pro vincial
regulators. Given the urgency of the climate crisis, OSFI should be using
all available tools to ensure that financial institutions and pensi on plans
align with keeping warming below 1.5;C. 185
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OSFIOs mandate also requires it to supervise FRFAsO and FRPPsO compliance
with their governing statutes. 186 Therefore, once Credible Climate Plans

are mandated in legislation (see Step 2 of Recommendations 5A an d 5B),
OSFI would be required to supervise compliance.

OSFl has a world -leading reputation as a prudential regulator and there

are encouraging signs that it is moving towards playing a leadership r ole
in aligning CanadaOs financial sector with climate commitments. Fo r
example, OSFI is engaging in a major hiring drive to staff its work on
climate-related finance 8’ And its proposed guidance on climate risk
management, Draft Guideline B-15, is the strongest seen in Cana dato
date. 18 The Draft Guideline include an expectation that financial

institutions develop and implement transition plans, 189 demonstrating that
OSFIOs mandate is broad enough to encompass requiring the similarly
conceptualized Credible Climate Plan outlined in this Roadmap. Thi S view
is supported by two of the goals outlined in OSFIOs strategic plan: to

improve FRFIs and FRPPs preparedness and resilience to the next fina ncial
stress event, as well as to better prepare FRFIs and FRPPs to identify a nd
develop resilience to these risks before they negatively affect fi nancial

condition. 1°° Requiring Credible Climate Plans and providing guidance on
and review of such plans falls squarely within these goals.

Despite encouraging signs of progress, OSFI is not yet leveraging all the
available tools and is not moving at the pace required given the e scalating
urgency of the climate crisis. This may be due in part to a narro w

interpretation of its mandate.

OSFIOs statute should therefore be amended to give it an explicit duty to
not just manage the risk posed by climate change to the financial syste m,
but also to reduce the risk CanadaOs financial sector poses to the globa I
climate system by promoting alignment with CanadaOs commitment to the

1.5;C goal. OSFI should also be defined as the principal body for

reviewing climate disclosures and Credible Climate Plans and approvi ng
them or requiring amendments.

ii. ! Net -Zero Advisory Body (NZAB)

NZAB provides independent advice to the Minister of Environment an d
Climate Change Canada on achieving net-zero emissions by 205 0. This
includes advising on emissions targets, emissions reduction plans, and
measures and sectoral strategies to reach emissions targets. 91
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The Minister of the Environment and Climate Change Canada sh ould

request NZAB to guide and review the initial Credible Climate Pla ns for
federal bodies (like Crown corporations) and advise whether plan S meet
requirements or need amendments. 192 NZAB should submit assessments
to the Minister of the Environment and Climate Change Canada and the
Minister of Finance. These assessments should be made public and

conclude whether public financial institutionsO plans align with lim iting

warming below 1.5;C.

li. '  Commissio ner of Environment and Sustainable Development
(CESD)

The CESD is responsible for monitoring sustainable development

strategies of federal departments and auditing the federal governmentO S
management of environmental and sustainable development issues,

amo ng others. 193

In the Canadian Net-Zero Accountability Act (CNZEAA), the CESD was

given the role of reporting on the Government of CanadaOs im plementation
of measures aimed at mitigating climate change, including the GHG

emissions target. The CESD may include recommendations to improvi ng
the effectiveness of the implementation of climate change mitigatio n
measures committed to in an emissions reduction plan. The first repo rtis

due by the end of 2024. %4

Due to its auditing function and expertise, the CESD should play a role in
overseeing progress on implementing Credible Climate Plans. Specifi cally,
CESD should assess the annual reporting completed by federal bodies on

their progress to meeting their climate targets. To fulfil this expan ded role,

CESD would require further resources.

iv. I Corporations Canada

Corporations Canada is the federal corporate regulator that admini sters
laws to create and maintain a corporation in Canada (other than financial
institutions which are incorporated by OSFI).

As outlined in the introduction, financial institutions require in formation
from the corporations they finance or invest in. Federally in corporated
companies should have to devise and execute Credible Climate Plans.
Corporations Canada should be required to collect, ensure completion of,
and make the Credible Climate Plans of federally incorporated co mpanies
publicly accessible. Corporations Canada already fulfils a similar role in
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receiving and reporting on disclosure related to diversity on boards. 195
Corporations Canada should update its publicly accessible repository on

federally incorporated companies to include these Plans. Corporation S
Canada should also issue guidance for the impacted large corporations to
assist in meeting these obligations.

v.! Financial Consumer Agency of Canada (FCACQC)
FCAC is responsible for monitoring and supervising financial insti tutions
and external complaints bodies that are federally regulated. Its obje ctives
include protecting the rights and interests of consumers of financial
products, supervising compliance of federally regulated financial en tities
with their public commitments, and strengthening financial literacy i n

Canada. 1% FCAC does not appear to engage in climate-related finance to
date.

FCACOs Commissioner has the power to review and monitor compli ance of
any financial institutionOs voluntary commitment. 197 FCAC has a role,
pursuant to its mandate to protect financial consumers, to ensure feder ally
regulated financial entities comply with their public commitments. 198 A
financial institutionOs climate-related commitments, including volun tary
engagements like the Glasgow Financial Alliance for Net Zero ( GFANZ) and
the Net-Zero Banking Alliance (NZBA), meet the standard for a public

commitment that warrants FCAC taking action to protect the rights and
interests of customers. 1% Once the recommendation in Section 5 is in
force (i.e., financial institutions cannot advertise their climate

commitments unless they have an approved Credible Climate Plan), FCAC
would also be responsible for enforcing this advertising condition. F CAC
should act on its mandate to promote and monitor financial institutio nsO

implementation of climate-related commitments.

vi. I Competition Bureau Canada

The Competition Bureau is an independent law enforcement agency that
protects and promotes competition. It has enforcement authority and

skills in investigating and enforcing against misrepresentations. These

powers should be bolstered to combat greenwashing because it hinders
competition and fairness in the markets.

The Competition Bureau should take a lead role in investigatin g and
enforcing against climate related misrepresentations, and recruit staff with
the necessary expertise in climate and finance to do so.
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Amendments to the  Competition Act would empower the Competition

Bureau to better combat greenwashing. The Competition Act  contains
provisions wherein false or misleading representations are offe nces and
are also reviewable by the Competition Bureau. 200 For either provision to

be triggered, a representation must be false or misleading in a mate rial
respect. Under current guidance, it may be difficult to meet the requi site
OmaterialO standard for greenwashing misrepresentations, particularly

when the representation relates to an institutionOs goals or ethos. 201 There
are currently two complaints before the Commissioner on misleadi ng
advertising of climate-related commitments by a bank and carbon neutr al
claims by a fossil fuel company. 202 It is not clear how the Competition

Bureau currently interprets climate representations in the advertisi ng of

businesses and in relation to products.

B.!Adopt a green taxonomy

A green taxonomy to define what is a OgreenO investment would he Ip
provide clarity to the market and combat greenwashing. However,

developing a green taxonomy is challenging. Taxonomies are i nherently
flawed, but there are few better options for ensuring consistency an d

accountability. 2°% The purpose of a taxonomy is to import integrity to

products that are labelled with terms such as OgreenO or OsustainableO.
CanadaOs Sustainable Finance Action Council was tasked to begin a gr een
taxonomy. The process to develop the taxonomy must:

¥ Promote public transparency, and be led by climate experts,
including civil society and climate scientists

¥ Be in formed by the best available science,

¥ Culminate in a taxonomy that is incorporated into regulation an d
aligns with the principles outlined below.

Principles for a green taxonomy

A taxonomy should reflect scientific and physical climate constraints. To be
credible internationally, the taxonomy must align with limiting global
warming to 1.5;C with no/low overshoot. It should consider econo mic
opportunities based on limiting global warming to 1.5;C b it should n ot

bend the science to suit existing economic activities.

Like the key principles and actions outline for a Credible Clim ate Plan, a
green taxonomy in Canada must:

1.! Require that green investments positively contribute to at least one
of the sustainability objectives listed in the taxonomy. These

97



objectives should include reducing absolute greenhouse gas (GHG)
emissions to align with CanadaOs climate targets and the 1.5;C
temperature goal, supporting adaptation to climate change

2.!Impacts, and protecting and restoring biodiversity and ecosystems.

3. ! Require that green investments do no significant harm to any of th e

environmental objectives listed in the taxonomy.

4.! Ensure that all green-labelled investments align with scientific
guidance from bodies such as the International Energy Agency (IEA
and the Intergovernmental Panel on Climate Change (IPCC) for
limiting warming below 1.5;C without overshoot. An investment
cannot be designated as OgreenO if it supports thermal coal, oil and
gas field expansion, or supporting infrastructure.

5.!Include Scope 3 emissions when determining if a business or activity
positively contributes to or is aligned with climate goals.

6.! Prioritiz e emission reductions rather than removals or offsets and be
based on realistic short-term assumptions for technologies (like
carbon capture, utilisation, and storage (CCUS)). A green
investment cannot be based on unfeasible carbon removal or
offsetting.

Consider the climate damage from all GHG pollutants, such as the h igher
warming potential of methane gas (which is the primary component of
Onatural gasO) when determining if a business or activity positively

contributes to or is aligned with climate goals.

C.ICreate a new climate-related cause of action to enable priv ate
enforcement

Enhancing the enforcement ability of regulators alone may not be
sufficient to combat greenwashing alone: regulators may have a | ack of
capacity or expertise, competing interests, or be at risk of a reduction in
resources or regulatory capture. Even with greater resources and

expertise, regulators cannot have a pulse on every product, service or
corporate claim made in Canada and therefore may not be able to identify
and respond to all dubious climate claims.

The threat of potential civil legal action implicit in the creatio n of this new

climate-misrepresentation cause of action would act as a deterrent aga inst
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greenwashing due to the open nature of the courts and evidentiary
process, as compared to the more closed or private regulatory

investigation scheme. Corporations and financial institutions would be
incentivized to avoid the reputational risk associated with a civil action and
to take extra caution to ensure representations on climate commitme nts

and attributes are accurate and verifiable.

Legal actions for climate-related misrepresentations are currently difficult
to advance. The largest hurdle is the requirement to prove damages, 204
which although not explicit in law, generally has been interpre ted to
require proof of extra cost due to climate-related features of a product or
service. This can be difficult with respect to a product, but it is nearl y
impossible for claims about the overall ethos or climate-alignmen tof an
organisation. 2% Since damages from climate change are often long-term

and forward-looking, attributing costs is difficult. A secondary hurdl e is the
need for a consumer making a claim to have a direct relationsh ip with the
offending organisation. A climate-related misrepresentation cause o f

action inthe  Competition Act would remove these hurdles.

The new climate-related misrepresentation cause of action should: (1)
allow a statutory cause of action to be advanced by an individual

regardless of whether there is a direct purchase or relationship wi th the
entity alleged to be making the misrepresentation; (2) not require proof of
reliance on the misrepresentation (similar to the current deceptive

marketing and misrepresentation regime in the Competition Act ); 2% and
(3) not require the plaintiff to experience cost damages as an ele ment of

the cause of action. The court should be empowered to: award damage
based on the harm to the environment caused by the commercial
practices directed at consumers, grant declaratory relief and/or award
nominal damages.

D. IPublish guidance for industry and advertisers on enviro nmental
and climate claims

i.!  Competition Bureau industry and advertising guidance

The Competition Bureau should publish guidance for industry and

advertisers on environmental and climate-specific terms. This woul d help
clarify competitive practices between businesses and combat

greenwashing.

Financial institutions need guidance to know if they are acting
appropriately. The Competition Bureau previously had guidance fo r
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industry and advertisers on environmental claims, created in conju nction

with the Canadian Standards Association. This guidance was archived i n
November 2021. 2°7 The Competition Bureau should now publish up to date
guidance that includes definitions of common climate-related terms lik e
Ocarbon neutral,O Onet-zero,0 and Oclimate-aligned.O The Competition

Bureau should reference the green taxonomy as a tool for def ining climate
alignment.

Examples of advertising guidance to combat
Greenwashing: F romt he United Kingdom

The UK leverages consumer protection and competition
law to combat greenwashing. The UK government
engaged with the Competition and Markets Authority,
who recommended that legislation should define
commonly used environmental terms to help meet the
UKOs climate goals. They recommended that consumer
protection remedies should address harm to the
environment caused by commercial practices directed at
consumers. ! 1In 2021, the UK Financial Conduct Authority
issued guidance setting out how ESG fund managers
should approach fund design and disclosure to prevent
misleading investors. 1!

ii. ' OSFI advertising guidance

Financial institutions should only be permitted to advertise themselve s as
aligned with climate action or net-zero if they have published and are
beginning to deliver Credible Climate Plans, as recommended in Se ction 5.

This standard should be set in guidance by OSFI, and then subsequently
incorporated into a legal standard as described in Recommendation 5A.
This advertising standard would help protect consumers and investors

from greenwashing and would incentives early adoption of Credibl e
Climate Plans. Institutions can say that they are working to develo p
Credible Climate Plans but cannot claim to be climate aligned, or other

such terms, until they have publish ed an approved plan.

For example, various Canadian banks have marketed themselves as
committed to net-zero through their commitments to the NZBA. 208 But a
report from the investor community (the Institutional Investors Gr oup on
Climate Change (IIGCC) and the Transition Pathway Initiative (TPI)) found



that the Canadian banks they selected to evaluate have a long way
to deliver on these commitments, particularly in setting targets and
adopting credible decarbonization strategies. 209
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Implementation of Section 9 Recommendations

Recommendation 9.A (Strengthen mandates of

existing regulators)

i) OSFI

Option 1 :

Amend OSFIOs Supervisory Framework 21 and Blueprint 2! to include
managing climate risk and promoting alignment with 1.5;C in its
objects. 2%?

Option 2 :

Amend the Office of the Superintendent of Financial Institutions Act 213
to specifically include alignment with CanadaOs climate commitments,

including alignment with the Paris Agreement, as an object of OSFI for

financial institutions, pension plans, and generally.

Amend sector-specific legislation that imposes obligations on Financial
Institutions to report to OSFI, including the Bank Act ,24 the Insurance
Companies Act (ICA), ?'® the Trust and Loans Companies Act  (TLCA), 26
and the Canada Cooperative Associations Act (CCAA). 217

i) NZAB

The Minister of Environment and Climate Change Canada shoul d refer
to NZAB to create standards for and review the Credible Climate Plan S
of the federal public administration and Crown corporations to ensu re
the appropriate standards are included. 218 NZABOs terms of reference
should be revised to incorporate this role.

iii) CESD

CESD should review and audit the annual reports on Credible ClI imate
Plan progress by federal bodies as part of its mandate and report in

2024, 21°

To provide a yearly audit of federal bodiesO progress on Credible

Climate Plan commitments, s. 24 of CNZEAA should be amended to

require CESD to review, audit, and report publicly on this progre SS.

iv) Corporations Canada

Corporations Canada should issue guidance for large corporations on




the requisite elements and standards (as described in Section 4) of a
Credible Climate Plan.

The Director should amend the Annual Return form 220 to require
federally incorporated corporations to identify if they meet the Ol argeO
threshold and if so, require confirmation in the Annual Retur n form that
a Credible Climate Plan, with all the essential elements, has be en

completed. This information should be published in the Corporations
Canada Federal Corporation database.

Amend s. 160 of the  Canada Business Corporations Act (CBCA) to
require all large federally incorporated companies to send their Credible
Climate Plans and annual reports to the Director of Corporations

Canada to ensure compliance. The Director should be empowered to

review and reject Credible Climate Plans that do not address the

requisite essential elements. Authority to publish the Credible Clim ate
Plans on the Federal Corporation database should also be included in

the legislative amendment.

v) FCAC

The Minister of Finance should write to FCAC to review and r eport on
financial institutionsO voluntary climate commitments under her
legislative power to provide direction. 221

FCAC should act on its mandate to review and monitor compliance o f
any financial institutionOs voluntary commitment, 222 hy reviewing
Canadian bankOs advertised climate commitments in relation to the
institutionOs actions on financing and support that is aligned and that is
misaligned with a 1.5;C goal.

Amend the Financial Consumer Agency of Canada Act , to include
alignment with CanadaOs climate commitments, including alignment
with the Paris Agreement, as an object of FCAC. 223

vi) Competition Bureau Canada

The Minister of Innovation, Science and Industry should immedia tely
write to the Commissioner of the Competition Bureau of Canada to ask
whether (1) current competition laws/rules are supporting CanadaOs

goals to align with the Paris Agreement, (2) there are amendmen ts or
new laws that could support the Bureau assisting with Paris alignment;

and, (3) what rules, policy tools or resources would be helpful to the
Bureau to align with CanadaOs climate commitments. 224




Amend the Competition Act 2?° to add a new subsection to Part VI
(Offences in Relation to Competition) and Part VII.1 (Deceptive
Marketing Practices) to state that all representations regarding climate-
alignment, climate goals, and emissions of its operations, business,
products, or services are material. These representations should in clude
representations regarding agreement or alignment with the Paris
Agreement, net-zero, or a temperature pathway.

The Competition Bureau should be resourced with dedicated capacity to
address climate and climate-finance issues.

Recommendation 9.B (Adopt a green taxonomy)

Step1 :

A green taxonomy, that is aligned with key principles and actions i n
this roadmap, should be implemented and incorporated into new

advertising and industry guidance to be issued by the Competition

Bureau to maintain consumer protection, fair competition, and in tegrity
when green-related claims are made.

Step 2:

The green taxonomy should then be implemented through regulation :
which could be accomplished as new regulation under the Competition
Act??% or other legislation. 2?7

Recommendation 9.C (Create a new climate-misrepresentation cause of
action to enable private enforcement)

Amend the Competition Act 228 to include a new statutory cause of
action for greenwashing.

Recommendation 9.D (Publish guidance for industry and advertisers on
environmental and climate claims)

The Competition Bureau should create and publish new guidance for

industry and advertisers which reflects the principles and standards in

this Roadmap, the green taxonomy, and the Credible Climate Plan. 229
Defining climate representations as material should also be

incorporated into the greenwashing guidance. This adoption into

guidance could occur prior to the suggested legislative amendment

outlined in Recommendation 9.A.
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