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Saym Uyemiz,

Uluslararast Deniz Ticaret Odasi (International Chamber of Shipping-ICS) tarafindan
Odamiza gonderilen 28.09.2021 tarihli yazida;

Poseidon Prensipleri'nin  Uluslararas1  Denizcilik Orgutii  (International ~ Maritime
Organization-IMO) gerekliliklerine uyumsuzlugunun gemi sahipleri zerinde olumsuz etkiler
yarattig1 belirtilerek, Prensiplerin giincellenmis teknik 6lcileri, gemi boyutlandirma gruplari ve
dekarbonizasyon egrilerinin, kabul edilmis IMO Karbon Yogunluk Gostergesi (Carbon Intensity
Indicator-Cll) uygulamasiyla uyumlu olmadig: ifade edilmekte,

Bahse konu Prensiplerin "Paris Anlasmasi"na uyum saglamaya yonelik emisyon
standartlarini ylkseltmeyi planladigina dair gekincelerin bulundugu ve Deniz Sigortacilart igin bir
Poseidon Prensipleri girisiminin gelistirilme asamasinda oldugu bildirilmektedir.

S6z konusu gelismeler karsisinda ICS tarafindan (ye firmalar ve denizcilik bankalariyla
iletisime geg¢ildigi ve konu hakkinda bir bilgi notu hazirlandig: ifade edilmektedir. Poseidon
Prensipleri hakkinda ICS tarafindan hazirlanan Bilgi Notu ve Turkce tercimesi Ek'te sunulmaktadir.

Bilgilerinize arz/rica ederim.

Saygilarimla,

fsmet SALIHOGLU
Genel Sekreter

Ek:

1- ICS'in 28.09.2021 Tarihli Yazis1 (4 sayfa)

2- ICS'in Yazisinin Tirkge Terciimesi (4 sayfa)

3- Poseidon Prensipleri Teknik Rehberi (61 sayfa)
4- MSI'nin Raporu (7 sayfa)

Dagitim:
Geregi: Bilgi:
- Tim Uyeler (WEB sayfasi ve e-posta ile) - Ydnetim Kurulu Baskan ve Uyeleri
- IMEAK DTO Sube ve Temsilcilikleri - IMEAK DTO Sube YK Baskanlari
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- Turk Armatorler Birligi - IMEAK DTO Cevre Komisyonu
- S.S. Gemi Armatorleri Motorlu Tasiyicilar Kooperatifi - IMEAK DTO Meslek Komite Baskanlari
- GISBIR (Ttrkiye Gemi insa Sanayicileri Birligi

Dernegi)

- Gemi, Yat ve Hizmetleri Thracatcilar Birligi

- VDAD (Vapur Donatanlar1 ve Acenteleri Dernegi)

-TURKLIM ( Tirkiye Liman Isletmecileri Dernegi)

- KOSDER (Koster Armatorleri ve Isletmecileri Dernegi)

- GBD (Gemi Brokerleri Dernegi)

- Gemi Geri Doniigiim Sanayicileri Dernegi

- ROFED (Kabotaj Hatt1 Ro-Ro ve Feribot Isletmecileri

Dernegi)

- Yalova Altova Tersane Girisimcileri San.ve Tic.A.S.

- UTIKAD (Uluslararas: Tasimacilik ve Lojistik Hizmet

Uretenleri Dernegi)

- WISTA Tirkiye Dernegi

- Turk Uzakyol Gemi Kaptanlari Dernegi

- GEMIMO (Gemi Makineleri Isletme Miihendisleri

Odasi)

- TMMOB GMO (Gemi Miihendisleri Odasi)
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This Circular and its attachments (if any) are confidential to the intended recipient and may be privileged.
If you are not the intended recipient, you should contact ICS and must not make any use of it.

28 September 2021 SPC(21)32 & MC(21)82

TO: SHIPPING POLICY COMMITTEE
MARINE COMMITTEE

Copy: ENVIRONMENT SUB-COMMITTEE
INSURANCE COMMITTEE
ALL FULL AND ASSOCIATE MEMBERS (For Information)

POSEIDON PRINCIPLES UPDATE TO TECHNICAL METRICS

Action Required: To note the information below and attached on updates made to
the Poseidon Principles technical metrics, and the implications for shipowners of
the Principles’ non-alignment to IMO requirements. In the updated technical metrics
(version 4.0) for the Principles (attached at Annex A), both the vessel sizing
brackets and the decarbonisation trajectories of the Poseidon Principles are not
aligned to the agreed IMO CII trajectories. There is further concern that the
Poseidon Principles are considering raising their emissions compliance standards
to align ‘with the Paris Agreement’, and that a Poseidon Principles initiative for
Marine Insurers is currently under development. In response, the Secretariat is
developing a briefing note for members’ use when communicating with member
companies and with shipping banks on this issue. Members are encouraged to
contact the undersigned (georgia.spencer-rowland@ics-shipping.org) with any
comments, questions or additional information on this issue.

Background and ICS Position on Poseidon Principles

Members will recall, as referenced in SPC(21)13&MC(21)40, SPC(21)14&MC(21)41, that
the Poseidon Principles initiative, launched in 2019 by 11 shipping banks, constitutes the
first sector-specific, self-governing climate alignment agreement amongst shipping finance
institutions. The Principles establish a global framework to quantitatively assess and
disclose the climate alignment of banks’ ship finance portfolios. As of September 2021, 27
financial institutions have now signed up to these Principles, representing over

US$185 billion in loans to the international shipping industry (nearly 50% of the global ship
finance portfolio).

During an ad hoc meeting of ICS members to discuss the ICS position on the Poseidon
Principles (SPC(21)16), it was agreed that ICS should continue to remain neutral, neither
publicly endorsing nor opposing the Principles. It was nonetheless agreed that alignment
of the Principles’ metrics to IMO standards of emissions assessment should be an industry
priority, to ensure standardisation of this private initiative to the agreed global regulatory
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framework and as such, continued engagement with GMF (the Secretariat to the
Principles) was necessary to ensure that industry concerns could be raised directly.

As such, meetings were held between ICS and GMF (detailed in SPC(21)13&MC(21)40),
during which GMF advised that, due to industry pressure, they would be conducting a
review of the technical metrics of the Poseidon Principles. This technical review has now
been completed and the outcomes of note are detailed below.

Update to the Poseidon Principles Technical Metrics

In June, GMF released the Poseidon Principles’ updated technical guidance document
(Version 4.0), attached at Annex A. The Secretariat has completed its assessment of the
alignment of these metrics to IMO requirements and has concluded the following:

Non-alignment of vessel sizing criteria

The vessel sizing brackets used by the Poseidon Principles are inconsistent with the
vessel sizing categories used in the IMO CII Reference Line Guidelines (MEPC 337(76)),
which impose requirements on new and existing vessels as of 1 January 2023. Non
alignment of vessel sizing categories to the IMO CIll Reference Lines size brackets could
add additional complexity to ship owners planning for decarbonisation, and may give an
incorrect impression that ship owners are not meeting IMO’s GHG requirements. This may
in turn adversely affect a ship owner’s ability to raise capital for decarbonisation, or a
Lender’s ability to raise funds for shipping related finance. Hence at precisely the time that
ship owners are needing to invest in decarbonisation, the Poseidon Principles may in their
present form tend to limit access to capital, despite a ship owner having met the IMO Cl|I
requirements for his vessels (Cll band rating of C or above).

Non alignment of decarbonisation trajectories

The Poseidon Principles target ratings for decarbonisation are not aligned with IMO
requirements. They differ as follows:

e IMO’s GHG strategy includes an obligation for total annual GHG emissions from
international shipping to be reduced by at least 50% by 2050 compared to 2008.
However, for shipowner’s, the ongoing IMO target for Cll rating has so far only
been confirmed up to 2026. It is widely accepted that to achieve a 50% reduction in
GHG emissions by 2050, IMQO’s ClI ratings will have to reduce at a faster rate after
2026 than before. Hence IMO’s target for carbon intensity is not linear, and the rate
of required reduction is expected to increase with time.

¢ In comparison, the Poseidon Principles target simply reflects a 50% linear
reduction in emissions through to 2050.

This non-alignment will be most pronounced in the early years of Poseidon Principles
implementation, where the Poseidon Principles target for carbon intensity reduction will be
greater than IMO’s. The chart below, obtained from an MSI Foresight report attached at
Annex B, provides an example of this non-alignment of decarbonisation trajectories for the
bulk carrier sector. As an example, for vessels below about 160,000 DWT, the Poseidon
target is consistently below the Band C IMO requirement (the minimum requirement before
IMO requires a corrective action plan to be submitted).



2023 Compliance Trajectory Values of Cll and Poseidon Principles (Version 4.0) for Bulk
Carriers
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Implications of non-alignment to IMO decarbonisation trajectories

Although shipowners may be meeting the IMO CII requirements (C rating or above), it is
possible they may not meet the Poseidon Principles target. Associated with this are the
following concerns:

e A signatory lender may seek to enhance their annual consolidated Poseidon
Principles rating by restricting finance to vessels that are likely to exceed the
minimum IMO ClII rating (band C). Hence even though a vessel owner may be
meeting the IMO CII requirement, their ability to raise finance may be adversely
affected.

e |If alender’s annual Poseidon Principles rating falls below target, it may incorrectly
suggest to investors that a significant proportion of the vessels within the portfolio
are not meeting their regulatory obligations. This may have an adverse effect on a
lender’s ability to raise funds and hence finance ships.
Additional Industry Concerns with the Poseidon Principles

Poseidon Principles vs Sea Cargo Charter

In addition to the Principles’ lack of alignment to IMO decarboinsation trajectories, an
additional concern raised during ICS/GMF meetings earlier this year, has not been
resolved in this technical update. Namely, the metrics used by the Poseidon Principles
(Annual Efficiency Ratio) remain different to those used by the Sea Cargo Charter (which
employs an EEOI), despite these two initiatives claiming to be aligned. The use of different
metrics to assess ships efficiency may have an adverse impact on shipowners who must
comply with two different sets of decarbonisation standards for a single vessel.

Poseidon Principles’ New Initiative for Marine Insurers




The Global Maritime Forum have now begun discussions about a sister-scheme to the
Poseidon Principles, designed to apply to marine insurers. According to GMF, this scheme
would ‘introduce a traffic light scoring system’ to assess climate alignment in marine
insurance, and allow ‘insurance companies in the marine space to support their clients in
the transition to decarbonised shipping’.

While the technical details of this new initiative have not yet been finalised, a drafting
group was established in early 2021, to develop a framework for this initiative, and GMF
have advised that companies including Swiss Re, Gard and Cefor have expressed initial
support for the scheme. It is reported that the scheme will be limited to hull and machinery
insurers in the first instance, with the intention of expanding it to take in other covers in due
course.

Poseidon Principles Ready to Raise Emissions Compliance Standards

During a GMF webinar held last week, the Poseidon Principles chair, Michael Parker,
advised that the Poseidon Principles were considering raising their emissions compliance
standards from ‘the current IMO target to alignment with the Paris Agreement consistent
with [the GMF] Calls to Action’. While the details and implications of this proposed change
are still unclear, it remains crucial that the Poseidon Principles align to the fullest extent
possible with the IMO requirements on emissions assessment. This will be the basis of
any ICS position moving forward.

Next Steps

Given the implications outlined above of the Poseidon Principles non-alignment to IMO
standards of emissions assessment, the Secretariat is currently drafting a briefing
document to use in communication with signatory shipping banks, which will provide an
technical overview of the implications of non-alignment to IMO both for industry and ship
finance institutions. This briefing document will be shared with members for reference
when complete, and may be used when communicating with member companies and with
shipping banks.

The Secretariat intends to engage further with senior representatives of the Poseidon
Principles using this briefing note, and will consider conducting further work to assess the
implications of the Poseidon Principles Initiative with regards to competition regulation.

Comments and questions on the above information may kindly be directed to the

undersigned (georgia.spencer-rowland@ics-shipping.org).

Georgia Spencer-Rowland
Policy Adviser
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(Serbest Ceviridir)
Poseidon Prensipleri Siireci ve ICS’in Konu Hakkindaki Tutumu Ek-2

SPC(21)13, MC(21)40, SPC(21)14 ve MC(21)41 belgelerinde belirtildigi iizere, 2019 yilinda
11 adet denizcilik bankasi tarafindan baslatilan Poseidon Prensipleri girisimi, denizcilik finans
kurumlar1 arasinda sektore 6zel ve kendi kendini ydneten ilk iklim uyum anlagmasini
olusturmaktadir. Prensipler, bankalarin gemi finansmani portfdylerinin iklim uyumunu sayisal
olarak degerlendirmek ve agiklamak i¢in kiiresel bir ¢erceve saglamaktadir. Eyliil 2021 ay1
itibariyle, uluslararasi denizcilik sektoriine 185 milyar ABD Dolar1 tutarindan fazla kredi
saglayan ve kiiresel gemi finansmani portfoyiiniin yaklasik %50°’lik kismin1 olusturan 27 finans
kurulusu Poseidon Prensiplerini imzalamaistir.

Uyelerinin, Poseidon Prensipleri konusundaki Uluslararas1 Deniz Ticaret Odasi’nin
(International Chamber of Shipping-ICS) tutumunu degerlendirmek iizere gerceklestirilen
toplanti sirasinda, ICS’in Poseidon Prensipleri’ne karsi tarafsiz kalmaya devam etmesi
gerektigine karar verilmistir. Bununla birlikte bahse konu bu 6zel girisimin, lizerinde anlagsmaya
varilan kiiresel diizenleyici cerceveye standardizasyonunu saglamak i¢in Poseidon Prensibi
olgiilerinin  Uluslararas1 Denizcilik Orgiitii (International Maritime Organization-IMO)
emisyon degerlendirmesi standartlarina uyumlastirilmasinin denizcilik sektoriiniin 6nceligi
olmas1 gerektigine karar verilmistir. Bu nedenle sektoriin konu hakkindaki endiselerinin
dogrudan dile getirebilmesini saglamak i¢in Kiiresel Denizcilik Forumu (Global Maritime
Forum-GMF) ile siirekli iletisim halinde olunmasi gerektigi belirtilmektedir.

Bu nedenle, SPC(21)13 ve MC(21)40 belgelerinde ayrintili olarak agiklanan toplantilar ICS ve
GMF arasinda gergeklestirilmistir. Bahse konu toplantilarda, olusan sektor baskist nedeniyle
Poseidon Prensipleri’nin teknik Ol¢iilerinin GMF tarafindan gézden gegirilecegi bildirilmistir.
S6z konusu teknik inceleme tamamlanmis olup sonuglari agagida yer almaktadir.

Poseidon Prensipleri Teknik Olciilerinde Giincelleme

Haziran 2021 ayinda GMF tarafindan, Ek-3’te yer alan Poseidon Prensipleri’nin giincellenmis
teknik rehberi (Siirim 4.0) yayinlanmistir. Teknik Olgiilerin IMO gerekliliklerine uyumuna
iliskin degerlendirilmesi tamamlanarak agagidaki sonuglar elde edilmistir:

Gemi boyutlandirma kriterlerinin uyumsuzlugu

Poseidon Prensipleri tarafindan kullanilan gemi boyutlandirma gruplari, 1 Ocak 2023 tarihi
itibariyle yeni ve mevcut gemiler i¢in uygulanacak IMO Karbon Yogunluk Gostergesi (Carbon
Intensity Indicator-CII) Referans Cizgisi Rehberi’'nde (MEPC 337(76)) kullanilan gemi
boyutlandirma kategorileri ile tutarsizlik gostermektedir. Gemi boyutlandirma kategorilerinin
IMO CII Referans Cizgileri boyut gruplariyla uyumlu saglamamasi, gemi sahiplerinin
dekarbonizasyon siire¢lerinde karmagikliga yol acabilir ve gemi sahiplerinin IMO’nun sera gaz1
(Green House Gases-GHG) gereksinimlerini karsilamadigi yoniinde yanlis bir izlenim
verebilir. Bu durum da, gemi sahibinin dekarbonizasyona yonelik sermaye artirma kabiliyetini
veya bir kredi saglayicinin (Lender) denizcilik ile ilgili finansman i¢in fon toplama kabiliyetini
olumsuz yonde etkileyebilir. Bu nedenle, gemi sahiplerinin dekarbonizasyon siirecine yatirim
yapmaya ihtiya¢ duydugu bir zamanda, bir gemi sahibinin gemileri i¢in IMO CII sartlarim
saglamasina ragmen, Poseidon Prensipleri mevcut sekliyle sermayeye erisimi sinirlama
egiliminde olabilir.
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Dekarbonizasyon Egrilerinin Uyumsuzlugu

Dekarbonizasyon i¢in Poseidon Prensipleri’nin hedef derecelendirmeleri, IMO gereklilikleri ile
uyum gostermemektedir. Asagida belirtildigi gibi farkliliklar gostermektedir:

e IMO’nun GHG stratejisi, uluslararasi denizcilik faaliyetlerinden kaynaklanan toplam yillik
GHG emisyonlarinin 2008 yilina kiyasla 2050 yilina kadar en az %50 oraninda azaltilmasi
yukiimliliigiinii icermektedir. Bunun yan1 sira, gemi sahipleri i¢in CII derecesine yonelik
olarak devam eden IMO hedefi mevcut durumda sadece 2026 yilina kadar onaylanmistir.
2050 yilina kadar sera gazi emisyonlarinda %50 azalma saglamak i¢in, IMO’nun CII
derecelendirmelerinin 2026 yilindan sonra, O6nceki donemden daha hizli bir oranda
digtiriilmesi  gerektigi genel olarak kabul edilmektedir. Bu hususlar goéz Oniinde
bulunduruldugunda, IMO’nun karbon yogunlugu hedefi dogrusal degildir ve gerekli azalma
oraninin zamanla artmasi beklenmektedir.

e IMO hedefleriyle karsilastirildiginda Poseidon Prensipleri hedefi, 2050 yilina kadar
emisyonlarda %50 dogrusal bir azalma yansitmaktadir.

Bu uyumsuzluk, Poseidon Prensipleri karbon yogunlugu azaltma hedeflerinin IMO
hedeflerinden daha fazla olacagi Prensip uygulamalarinin ilk yillarinda daha belirgin olacaktir.
Ek-4’te yer alan Uluslararas1 Denizcilik Stratejileri (Maritime Strategies International-MSI)
raporundan elde edilen asagidaki tablo, dokme yiik tasimacilifi sektorii i¢in bahse konu
dekarbonizasyon egrileri uyumsuzlugunun bir 6rnegini sunmaktadir.

2023 Yili Icin Dékme Yiik Taswicilarina Yonelik CII ve Poseidon Prensipleri (Siiriim 4.0)
Degerlerinin Uyumu
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IMO dekarbonizasyon egrilerine uyumsuzlugun etkileri

Gemi sahipleri, CII gerekliliklerini (C derecesi veya iistii) karsiliyor olsalar da, Poseidon
Prensipleri hedefini karsilamayabilirler. Bu durumla alakali asagida yer alan ¢ekinceler dile
getirilmektedir:

e imza sahibi bir kredi saglayici, minimum CII derecesini asmasi muhtemel olan gemilere
finansmani sinirlayarak yillik konsolide Poseidon Prensipleri notunu yiikseltmeye
caligabilir. Bu nedenle, bir gemi sahibi CII sartin1 karsiliyor olsa bile, finansman saglama
konusunda olumsuzluklar yasayabilir.

e Bir kredi saglayicinin yillik Poseidon Prensipleri notunun hedefin altinda kalmasi
durumunda, yatirimcilara yanlis bir sekilde portfoydeki gemilerin 6nemli bir boliimiiniin
diizenleyici yiikiimliilikklerini yerine getirmedigini diistindiirebilir. Bu durumun, kredi
saglayicinin fon toplama ve dolayisiyla gemileri finanse etme kabiliyeti {izerinde olumsuz
bir etkisi olabilir.

Poseidon Prensipleri ile lgili Denizcilik Sektoriiniin Diger Cekinceleri

Poseidon Prensipleri ve Kiiresel Denizcilik Formu (Sea Cargo Charter)

Prensiplerin, IMO dekarbonizasyon egrileriyle uyum eksikliginin yani sira, bu yilin baslarinda
ICS/GMF toplantilarinda dile getirilen bir endise bu teknik giincellemede ¢oziilmemistir.
Uyumlu oldugu iddia edilen; Poseidon Prensipleri tarafindan kullanilan Yillik Verimlilik Oran1
(Annual Efficiency Ratio-AER) 6lgiileri ile Enerji Verimliligi Operasyonel Gostergesi (Energy
Efficiency Operational Indicator-EEOI) kullanan Sea Cargo Charter 6lgiileri arasinda farklilik
bulunmaktadir. Gemi verimliligini degerlendirmek icin farkli 6l¢iilerin kullanilmasi, tek bir
gemi i¢in iki farkli dekarbonizasyon standardina uymasi gereken gemi sahipleri iizerinde
olumsuz bir etkiye sahip olabilir.

Poseidon Prensipleri’nin Deniz Sigortacilari’na Yonelik Yeni Girisimi

Kiiresel Denizcilik Forumu, deniz sigortacilarina uygulanmak {izere tasarlanan Poseidon
Prensipleri ile benzer bir plan hakkinda goriismelere baglamistir. GMF’ye gore bu plan, deniz
sigortasinda iklim uyumunu degerlendirmek i¢in “bir trafik 15181 puanlama sistemi” sunacak ve
“denizcilik sektoriindeki sigorta sirketlerinin miisterilerinin dekarbonizasyon stirecine gegisini”
desteklemesine olanak tantyacaktir. Bu yeni girisimin teknik ayrintilari heniiz kesinlesmemis
olup s6z konusu girisim i¢in bir ¢erceve gelistirmek {lizere 2021 yilinin basinda bir taslak
hazirlama grubu olusturulmustur. GMF tarafindan Swiss Re, Gard ve Cefor gibi sirketlerin
plana yonelik destek vermeleri tavsiye edilmistir. Planin ilk etapta govde ve makine
sigortacilar1 ile smirli olacagi ve zamani gelince bagka teminatlar1 da kapsayacak sekilde
genisletilecegi bildirilmektedir.

Poseidon Prensipleri Emisyon Uyum Standartlarinin Artirilmasi Icin Hazir

Gegen hafta diizenlenen bir GMF webinar1 sirasinda Poseidon Prensipleri Baskan1 Sayin
Michael PARKER tarafindan; Poseidon Prensipleri emisyon uyum standartlariin “GMF
Eylem Cagrisiyla tutarli olarak Paris Anlagmasi ile uyumlu mevcut IMO hedefi” ile benzer hale
getirilmesinin diisiiniildiigii ifade edilmistir. Onerilen bu degisikligin ayrmntilar1 ve sonuglari
belirsizligini koruyor olsa da, Poseidon Prensipleri’nin, emisyon degerlendirmesine iligkin IMO
gereklilikleriyle miimkiin olan en genis dl¢lide uyumlu olmasi biiylik 6nem tagimaktadir. Bu
durum devam eden ICS konumunun temelini olusturacaktir.
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Sonraki Siirec¢

Poseidon Prensipleri’nin, IMO emisyon degerlendirmesi standartlarina uyumsuzlukla ilgili
yukarida 6zetlenen sonuclar géz Oniine alindiginda, ICS tarafindan mevcut durumda imza
sahibi denizcilik bankalariyla iletisimde kullanilacak, sektor ve gemi finansmani kurumlari i¢in
IMO standartlarina uyumsuzlugun etkilerine iligkin teknik genel degerlendirme saglayacak bir
bilgi notu hazirlamaktadir. Bahse konu bilgi notu tamamlandiginda referans olmasi amaciyla
iiyelerle paylasilacak olup tiye firmalar ve denizcilik bankalari ile iletisimde kullanilabilecektir.

ICS, s6z konusu bilgi notunu kullanarak Poseidon Prensipleri’nin iist diizey temsilcileriyle daha
fazla temas kurmayi1 planlamaktadir. Ayrica, Poseidon Prensipleri Girisimi’'nin rekabet
diizenlemesine iliskin etkilerini degerlendirmek i¢in daha fazla calisma yapilmasi hususu
degerlendirecektir.

Konu ile ilgili goriis ve sorularin georgia.spencer-rowland@ics-shipping.org adresine
iletilebilecegi belirtilmektedir.
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Poseidon Principles

As Signatories and members of the Poseidon Principles drafting group, we are

proud to announce our commitment to improving the role of maritime finance in
addressing global environmental issues. The Poseidon Principles are a framework
for assessing and disclosing the climate alignment of ship finance portfolios. They
create a global baseline to support and work towards the greater goals for our society
and the goal to align our portfolios to be environmentally responsible.

We know these steps are important for us to lead industry-wide change. As such,

the Principles were developed in recognition of our role as financial institutions in
promoting responsible environmental stewardship throughout the maritime value
chain.

The Principles are consistent with the policies and ambitions of the International
Maritime QOrganization (“IMO”), including its ambition for greenhouse gas (“GHG")
emissions to peak as soon as possible and to reduce shipping’s total annual GHG
emissions by at least 50% by 2050 compared to 2008.

The Poseidon Principles are applicable to lenders, relevant lessors, and financial
guarantors including export credit agencies. They apply globally, to all credit
products secured by vessel mortgages, finance leases secured by title over vessel, or
unmortgaged ECA loans tied to a vessel and where a vessel or vessels fall under the
purview of the IMO.

Currently, climate alignment is the only factor considered by the Poseidon Principles.
However, we recognize that they are intended to evolve over time and agree to
contribute to a review process to ensure that the Poseidon Principles are practical
and effective, and that further adverse impacts are identified for inclusion in due
course. While the Poseidon Principles establish a global baseline, we recognize

that some Signatories may wish to go beyond this individually, and nothing in the
Poseidon Principles prevents that.

The Poseidon Principles are ground-breaking in both the spheres of shipping and
sustainable finance. They will not only serve our institutions to improve decision-
making at a strategic level but will also shape a better future for the shipping
industry and our society.

As Signatories, we commit to implementing the Poseidon Principles in our internal
policies, procedures, and standards, and to work in partnership with our clients

and partners on an ongoing basis to implement the Poseidon Principles.

We believe now is the time to take this initiative, and we invite you to join us.

June 2019

{@0&2&

Michael Parker Paul Taylor Kristin Holth
Global Industry Head, Global Head of Shipping & Offshore,  Executive Vice President,
Shipping & Logistics, Citi Societe Generale Corporate Global Head of Ocean Industries, DNB

& Investment Banking



Preamble

The maritime sector has provided efficient economic services that have played a
key role in enabling the growth of global frade and global economic development.
However, this has not been without some adverse consequences unique to the
maritime sector. The continued success of the maritime sector is intrinsically linked
to the well-being and prosperity of the society we serve. Therefore, all industry
participants must play a role in addressing adverse impacts.

As financial institutions, we recognize that our role in the industry affords us
opportunities to promote responsible environmental stewardship throughout the
maritime value chain. Thus, we have established the Poseidon Principles, which
serve as a framework for creating common, global baselines that are consistent with
and supportive of society’s goals. This will enable us to better align our portfolios
with responsible environmental impacts.

The Poseidon Principles are consistent with the policies and ambitions of the IMO,
including its ambition for GHG emissions to peak as soon as possible and to reduce
the total annual GHG emissions by at least 50% by 2050 compared to 2008. They
are also intended to support other initiatives, such as the Principles for Responsible
Banking, Carbon Disclosure Project (“CDP”), Energy Transitions Commission, Task
Force on Climate-Related Financial Disclosures (“TCFD"), and the many others that
are developing to address adverse factors.

As Signatories, we commit to implementing the Poseidon Principles in our internal
policies, procedures, and standards. We will work in partnership with our clients and
partners on an ongoing basis to implement the Poseidon Principles. We welcome the
establishment of global baselines through the Poseidon Principles and recognize
that some Signatories may choose to go beyond them. This offers significant
benefits to us as Signatories, to the global maritime industry, and to society as a
whole.

We recognize that the Poseidon Principles are intended to evolve over time and
agree to contribute to a review process when we as Signatories decide to undertake
it. This process will ensure that the Poseidon Principles are practical and effective,
are linked to and support the IMO’s GHG measures developed through 2023, and that
further adverse impacts are identified for inclusion.



Poseidon Principles

Scope

The Poseidon Principles are applicable to lenders, relevant lessors, and financial
guarantors including export credit agencies. The Poseidon Principles must be applied
by Signatories in all Business Activities that are 1) credit products-including bilateral
loans, syndicated loans, club deals, and guarantees-secured by vessel mortgages,
finance leases secured by title over vessel, or unmortgaged ECA loans tied to a
vessel and 2) where a vessel or vessels fall under the purview of the IMO (i.e. vessels
5,000 gross tonnage and above which have an established Poseidon Principles
trajectory whereby the carbon intensity can be measured with IMO DCS data).! The
scope of financial products will be reviewed and may be expanded by Signatories on
a timeline that is at their discretion.

Climate alignment is currently the only environmental factor considered by the
Poseidon Principles. This scope will be reviewed and may be expanded by Signatories
on a timeline that is at their discretion.

See Appendix 1
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Assessment of
climate alignment

We will annually assess climate alignment in
line with the Technical Guidance for all Business
Activities.

Our commitment:

Signatories will, on an annual basis, measure the carbon
intensity and assess climate alignment (carbon intensity
relative to established decarbonization trajectories) of their
shipping portfolios. This requirement takes effect for each
Signatory in the following calendar year after the calendar
year in which it became a Signatory.



Accountability

We recognize the important role that classification
societies and other IMO- Recognized Organizations
(“R0O")? play in providing unbiased information

to the industry and the mandatory regulation
established by the IMO for the data collection

and reporting of fuel oil consumption from ships,
(the “IMO DCS"). We will rely on such entities and
mandatory regulations as explicitly identified in the
Technical Guidance for the provision of information
used to assess and report on climate alignment.

Our commitment:

For each step in the assessment of climate alignment,
Signatories will rely exclusively on the data types, data
sources, and service providers identified in the Technical
Guidance.

2 An RO is an authorized organization that performs Statutory requirements on behalf of the
flag state of a vessel. While normally a Classification Society, in the case of the IMO DCS, independent
verifiers have been authorized by some flag states.



Enforcement

We will require that ongoing compliance with

the Poseidon Principles is made contractual in
our new Business Activities using standardized
covenant clauses. We will contribute to the update
and addition of standardized clauses throughthe
annual review process.

Our commitment:

Signatories will agree to work with clients and partners to
covenant the provision of necessary information to calculate
carbon intensity and climate alignment.



Transparency

We will publicly acknowledge that we are a
Signatory of the Poseidon Principles and we

will publish the results of the portfolio climate
alignment score of our Business Activities on an
annual basis in line with the Technical Guidance.

Our commitment:

L

Upon becoming a Signatory, the Signatory will
publicly acknowledge that it is a Signatory of the
Poseidon Principles.

On an annual basis, each Signatory will report

the overall climate alignment of its shipping
portfolio and supporting information, as per the
Accountability requirements, to the Secretariat no
later than 30 November. This requirement takes
effect for each Signatory in the calendar year after
the calendar year in which it became a Signatory.

On an annual basis, each Signatory will publish the
overall climate alignment of its shipping portfolio
in relevant institutional reports on a timeline that
is appropriate for that Signatory. This requirement
takes effect for each Signatory in the calendar
year after the calendar year in which it became a
Signatory.
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Introduction

The purpose of the Technical Guidance is to clearly state the requirements and
expectations for each Principle: Assessment, Accountability, Enforcement, and
Transparency.

The Poseidon Principles are a framework for assessing the climate alignment of ship
finance portfolios. They are supported by a robust and industry-appropriate climate
alignment methodology and carefully-considered accountability and enforcement
requirements that support practical and robust data collection and analysis
practices. The Poseidon Principles also establish transparency requirements for
Signatories.

These requirements are stated in the boxes at the top of each section of the
guidance to follow, followed by a more detailed overview of what these requirements
entail. A general timeline of the requirements for Signatories is in Figure 1.

Portfolio climate
alignment scores

published on

Once data becomes Report climate q P
Poseidonprinciples.org

available through IMO alignment score
DCS, Signatories will and supporting
collect data from RO or documentation
shipowners

Signatory publishes climate
alignment in relevant
institutional reports

May Nov. 30 Dec. 31
June

A\ 4

starting 2nd calendar year
after becoming a Signatory

Figure 1.
Timeline for Signatories of the Poseidon Principles
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1. Introduction Poseidon Principles

The Poseidon Principles are consistent with the IMO’s ambition for GHG emissions
from international shipping to peak as soon as possible and to reduce the total annual
GHG emissions by at least 50% by 2050 compared t02008.3

Itis recognized that some Signatories may choose to both fulfil their obligations
under the Poseidon Principles as well as go beyond those obligations. Some
Signatories may choose to do this is through assessing their portfolios relative
to the Paris Agreement’s well-below 2°C objectives, which require a steeper
decarbonization trajectory.

Itis recommended that, where possible, these additional efforts rely on the
assessment, accountability, enforcement, and transparency practices established
by the Poseidon Principles to ensure that these further efforts are robust in their
demonstration of industry leadership.

3 IMO. (2018). Resolution MEPC.304 (72) (adopted on 13 April 2018), Initial IMO strategy on
reduction of GHG emissions from ships, IMO doc MEPC 72/17/Add. 1, Annex 11.
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Assessment of
climate alignment

PRINCIPLE

We will annually assess climate alignment in
line with the Technical Guidance for all Business
Activities

REQUIREMENTS

Signatories will, on an annual basis, measure the carbon
intensity and assess climate alignment (carbon intensity
relative to established decarbonization trajectories) of their
shipping portfolios. This requirement takes effect for each
Signatory in the following calendar year after the calendar year
in which it became a Signatory.




2. Assessment of Climate Alignment Poseidon Principles

This section provides step-by-step guidance for measuring the climate alignment of
financial institutions’ shipping portfolios. The guidance is framed in the context of
the existing IMO environmental regulations and climate agreements. It is informed
by recommendations made by the CDP, the TCFD, and the Science Based Targets
Initiative.

Shipping’s governing body, the IMO, approved an Initial GHG Strategy

(“the Initial Strategy”) in April 2018 to reduce GHG emissions generated by shipping
activity, which represents a significant shift in climate ambition for a sector that
currently accounts for 2%-3% of global carbon dioxide emissions. This Initial
Strategy sets out the following levels of ambition:

1. Toreduce the total annual GHG emissions by at least 50% by 2050
compared to 2008 (“the IMO Absolute Target”). See Figure 2.

2. Toreduce CO, emissions per transport work by at least 40% by 2030,
pursuing efforts towards 70% by 2050 compared to 2008 (“the IMO
Intensity Targets”). See Figure 3.

1400 /

Business as Usual

1200 / . IMO 2050 (50%)

1000 V4 70% CO2 Reduction

800 — \_\ 100% CO. Reduction
600

“ _\\
200

2020 2040 2060 2080 2100

Figure 2.

Global fleet’s CO, targets and frajectories under IMO targets
(million tonnes of CO,)

The IMO Absolute Target can be converted into a relative (carbon intensity) target.
Figure 3 shows three possible intensity trajectories consistent with the Initial
Strategy compared to the pathway drawn using the IMO Intensity Targets. The IMO
Intensity Targets lie significantlyabove the other pathways consistent with the IMO
AbsoluteTarget.
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2. Assessment of Climate Alignment Poseidon Principles

\ 40% by 2030 . Business as Usual
20
B Mo s0% co, by 2050
15 70% by 2050 IMO CO, intensity targets
\ 70% CO- Reduction
[ —
10
\ . 100% CO2 Reduction
\Z
5
0
2020 2040 2060 2080 2100
Figure 3.

Global fleet’s carbon intensity targets and frajectories
(grams of CO, per tonne-nautical mile [gC0,/tnm])

There is some misalignment between the IMO Absolute Target and the IMO Intensity
Targets:

1. The IMO Intensity Targets were set prior to the determination of the IMO
Absolute Target. Depending on future demand for shipping services,
the IMO Absolute Target and IMO Intensity Targets may or may not align.
Alignment is unlikely, however.

2. The wording of the IMO Initial Strategy does not state that meeting the IMO
Intensity Targets ensures compliance with the IMO Absolute Target.

3. Itis expected that the IMO will update the IMO Intensity Targets to better
align with the IMO Absolute Target at the forthcoming review process for
the IMO’s Initial GHG Strategy.

For these reasons, and to enable alignment with climate goals (both IMO and Paris
Agreement) the Poseidon Principles will be linked to the IMO Absolute Target.

14



2.1 Selecting the right metric
for measuring climate alignment

Both absolute and intensity-level measurements of CO, emissions are useful for
meeting the IMO levels of ambition, and both measurements are recommended by
other initiatives like the CDP. Absolute emissions are important as they represent

the total emissions figure that will ultimately need to be reduced to mitigate

climate change. However, an absolute emissions measure is not well-suited to the
management or comparison of emissions/decarbonization at the level of individual
vessels or a group of vessels because vessels have different production units and
need to be compared on a like-for-like basis. For this reason, a relative intensity-level
metric will be used in the Poseidon Principles.

In shipping, carbon intensity represents the total operational emissions generated
to satisfy a supply of transport work (grams of CO, per tonne-nautical mile [gCOZ/
tnm]). Carbon intensity is typically quantified for multiple voyages over a period of
time (e.g., a year). To provide the most accurate representation of a vessel's climate
impact, the carbon intensity of a vessel should be measured from its performance
in real operating conditions instead of using a design specification metric (e.g., the
Energy Efficiency Design Index).

The selection of this single metric is guided by an ambition that the Poseidon
Principles use a carbon intensity metric which produces the closest measure of
the vessel's true carbon intensity, while ensuring consistency with the policies and
regulations of the IMO and the IMO DCS regulation and associated guidelines.

The IMO DCS defines the data that the IMO has mandated for shipowners to collect
and report per calendar year. The IMO DCS is an amendment fo MARPOL Annex

VI which entered into force in March 2018. The IMO DCS specifies the data to be
collected and reported for each calendar year for ships which are vessels 5000 GT
and above, not solely engaged in voyages within waters subject to the sovereignty or
jurisdiction of the State the flag of which the ship is entitled to fly.4

1. The amount of fuel consumption for each type of fuel in metric tonnes
2. Distance travelled

3. Hoursunderway
4

Technical characteristics of the ship including DWT at maximum summer
draught

Figure 4 shows the implementation schedule for the IMO DCS. The first data collection
period is for the calendar year 2019. Prior to reporting to the IMO, the data must be
checked to be in accordance with the regulation by the relevant flag state or any
organization duly recognized by it (an R0). A Statement of Compliance (“SoC”) will be
issued by the relevant flag state or RO no later than 5 months from the beginning of
the following calendar year (e.g., for the calendar year 2019, it would be issued by the
end of May 2020) provided the data is in accordance with the regulation. The reported
data is transferred to the IMO Ship Fuel Oil Database no later than one month after
issuing the relevant SoC. As of March 2021, a Verification Letter issued by an RO may
be accepted in lieu of an SoC, where such a Verification Letter expressly states the
vessel's identification, reporting period relating to the IMO DCS, and is duly signed.

4 (MARPOL Annex VI, Chapter 4, Reg. 19).
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5. First report submitted

to flag States
1. Entry into 7. Verified data
force transferred to IMO
database
2. Preparation 4. First monitoring
Monitoring plans period
I
3. Approval of plans
by flag States
6. Statement of
Compliance
Figure 4.

The IMO DCS’ implementation schedule

The data reported to the IMO is anonymized and confidential, and therefore it cannot
be accessed from the IMO by the Signatories. However, because the regulation
requires that all shipowners annually collect and report parameters relevant to the
calculation of carbon intensity, the administrative burden placed on shipowners is
minimized and simplifies the application of the Poseidon Principles.

The IMO DCS enables the calculation of a carbon intensity metric known as the
Annual Efficiency Ratio (“AER”), using the parameters of fuel consumption, distance
travelled, and deadweight at maximum summer draught (“DWT"). AER is reported in
unitgrams of CO, pertonne-mile (gCO,/dwt-nm):

2C
> dwtD,

Equation 1

AER=

where Ci is the carbon emissions for voyage i computed using the fuel consumption
and carbon factor of each type of fuel, dwt is the deadweight at maximum summer
draught of the vessel, and Di is the distance travelled on voyage i.° The AER is
computed for all voyages performed over a calendar year.

This metric is calculated using an approximation of the total annual transport work
performed by a ship, obtained from its total distance travelled and DWT (in tonne
units). It is recognized that AER is less accurate at estimating a vessel’s carbon
intensity than some other metrics (e.g., Energy Efficiency Operational Indicator
["EEQI") because the actual cargo carried by a ship is often less than its maximum
capacity and many ships (e.g., tankers and bulkers) operate with ballast voyages
where for several voyages a year they have no cargo.

Currently, data collection on the mass of cargo carried on individual voyages is not
globally collected through the IMO DCS or available globally from publicly accessible
data sources to enable the calculation of EEOI. Should the IMO amend the DCS
regulation to include data on mass of cargo carried, or this data becomes available
elsewhere at appropriate coverage and accuracy, the metric used to calculate
climate alignment under the Poseidon Principles may be adapted to reflect this.

5 The emission factors can be found in MEPC 63/23 Annex 8.
HFO: 3114 t(CO,)/1 fuel
MDO/MGO: 3206 t(C0,)/t fuel
LNG: 2750 1(C0,)/1 fuel
It should be noted that low sulphur fuels carry the same CO, emission factor.
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2.2 Calculating vessel carbon intensity

Vessel carbon intensity can be calculated using data provided by the shipowner

as collected in the IMO DCS®. This data has already been independently checked to
ensure compliance in accordance with the IMO DCS but requires the shipowner to
provide consent for the data as submitted to the relevant flag state to be shared with
the Signatory. The Poseidon Principles require that all Signatories use this method
for calculating carbon intensity.

There may be circumstances where it is not possible to gain access to the data as
reported under the IMO DCS from shipowners. Section 3.3.4 outlines how this should
be addressed.

2.3 Assessing climate alignment

For the purposes of the Poseidon Principles, climate alignment is defined as the
degree to which a vessel, product, or portfolio’s carbon intensity is in line with a
decarbonization trajectory that meets the IMO ambition of reducing total annual GHG
emissions by at least 50% by 2050 based on 2008 levels.

A decarbonization trajectory is a representation of how many grams of CO, a single
ship can emit fo move one tonne of goods one nautical mile (gC0,/tnm) over a time
horizon (as shown in Figure 2 and Figure 3). The decarbonization trajectories rely on
two assumptions:

-  Projections of fransport demand for different shipping sectors out to 2050,
including those available in the Fourth IMO GHG Study.

+  Thetotal CO, shipping emissions permitted to be in-line with the IMO’s
2050 target.

While these trajectories will be drawn and updated with the latest available research
and will be aligned to or equal to the IMO’s projections, there are uncertainties within
them because of the two assumptions noted above.’

To assess climate alignment of a single vessel, the vessel’'s annual carbon intensity
is compared with the decarbonization trajectory for its respective ship type and size
class. To assess climate alignment at the product and portfolio level, the vessel
carbon intensities in each product and the portfolio are aggregated. Section 2.5
discusses the method that is used.

6 See Appendix 2
7 See Appendix 2
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10

Carbon Intensity Measure

2010 2020 2030 2040 2050
Figure 5.
Assessing alignment at the vessel level

In Figure 5, each dot represents the annual carbon intensity of a vessel. The blue
curve represents the decarbonization trajectory. The green dots are aligned, and the
red dots are misaligned.

Climate alignment at the vessel level is the percentage difference between a vessel’s
carbon intensity and the decarbonization trajectory at the same point in time. It is
expressed as a (+/-) %. In mathematical terms, alignment at time t is:

X.-r

A= ( Ir > ) 100

S

Equation 2

where x; is the carbon intensity of vessel i and r_is the required carbon intensity
forthe ship type and size class for time period + multiplied by 100 to convert into
percentage tferms. A positive alignment score means a vessel is misaligned (above
the decarbonization trajectory), whereas a negative or zero score means a vessel is
aligned (on or below the decarbonization trajectory).
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2.4 Decarbonization trajectories

Standard decarbonization trajectories will be produced by the Secretariat of the
Poseidon Principles based on agreed and clearly-stated assumptions. These will
be produced for each ship type and size class and will be produced in a format that
allows for simple weighting aggregation. This is to ensure that once the carbon
intensity of vessels is understood, it is simple and practical to understand climate
alignment. This also ensures that numbers are comparable between Signatories.

Appendix 3 describes the method used for establishing the target carbon intensity
for a given ship type and size class in a given year. This is carried out by calculating
a decarbonization-consistent carbon intensity trajectory from 2012 out to 2050. The
method is derived from IMO Secretariat commissioned data sources, both the Third
IMO GHG Study and IMO MEPC 68 Inf. 24 publication. Assumptions for formulating
the trajectory are also taken from the Initial Strategy, including the use of a 2008
baseline.

2.5 Aggregating alignment for product and porifolios

In order to calculate portfolio climate alignment, one must first calculate the climate
alignment of each vessel within the portfolio. Then, the climate alignment of the
portfolio can be calculated.

Steps for calculating climate alignment of the portfolio:

For each vesselin arelevantfinancial product, compare the annual carbon intensity
of that vessel with the required decarbonization value®. The alignment delta at time t
is given by Equation 2.

Compute the weighted average of the vessel alignment deltas using the debt
outstanding® of each vessel in the portfolio. Equation 3 below is the computation for
the portfolio alignment deltq, A

Equation 3

where w, is the vessel’s debt outstanding as a share of the total debt outstanding
and Ai is the vessel alignment, from Equation 2.

8 The required decarbonization value is the maximum carbon intensity (gC0,/tnm) that a vessel
can achieve and still be aligned with the decarbonization trajectory. It is taken from the decarbonization
trajectory that corresponds to the specific vessel's type/class size.

9 See specific guidance for calculations below, which gives a thorough explanation of this term.



Specific guidance for calculations:

- Ingeneral, when lenders are aggregating alignment scores to the portfolio
level, the weighted average should be computed using the outstanding
loan amount on 31 December of the year for which climate alignment is
measured.

« The AER calculation for a vessel shall be based on a full calendar year
as provided in MARPOL Annex VI Regulation 22A (i.e. 01 January until 31
December). However, where a shipowner was the owner of (or responsible
for) a vessel for only part of a calendar year, and where IMO DCS data is
therefore not furnished for the full year, the AER calculation may be based
on a period shorter than a calendar year. However, the requirement for
provision of an SoC and/or a Verification Letter for an applicable Reporting
Period (including a period shortened as above) shall remain unaffected.

- Ingeneral, when lessors are aggregating alignment scores to the portfolio
level, the weighted average should be computed using outstanding capital
payments under the lease on 31 December of the year for which climate
alignment is measured.

« Ingeneral, when guarantors are aggregatfing alignment scores to the
portfolio level, the weighted average should be computed using amount
outstanding under guarantee on 31 December of the year for which climate
alignment is measured.

e When calculating the climate alignment of products with guarantees, the
Poseidon Principles do not attempt to avoid double counting. For example,
if an ECA guarantees a loan, it should base climate alignment calculations
on the portion of that loan that it covers. The lender should disregard the
guarantee and base climate alignment calculations on the outstanding
loan amount on 31 December of the year. In their disclosures of their
portfolio climate alignment, Signatories are welcome to recognize that
there may be some double counting in the case of guarantees.

«  Where there may be multiple lenders involved in one transaction, such
as in a syndicated loan, an individual Signatory should base climate
alignment calculations on only its portion of that loan.

«  When calculating the climate alignment of unsecured ECA products, the
loan is always established to finance a specific commercial contfract, and
in the case of shipping, the loan agreement is linked to an identified ship.
The Signatory should therefore include these vessels within the scope of
the Poseidon Principles, and use this information fo calculate product
climate alignment.

e Inthe case of a bilateral facility which has been structured to include
a loan amount notionally allocated to a particular vessel, that vessel's
outstanding debt, for the purposes of a Signatory applying the AER
calculation from Equation 3, can be the loan amount allocated that is
consistent with the commercial intent in the original loan agreement.
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Example:
Calculating alignment at the vessel and portfolio level

In this example, a Signatory starts measuring its climate alignment in 2018.

Table 1illustrates a simple example of a portfolio with two products and shows

the alignment deltas for each vessel in the products and portfolio. The portfolio
alignment delta shown in Table 2 is calculated using a weighted average according
to Equation 3. Weighting is applied according fo the debt outstanding designated to
each vessel. The portfolio is not climate aligned because it is on average 14% above
the carbon intensity required for decarbonization.

Required Debt
Actual Val Debt
Financial ctua’ Yalue Value Alignment eb Outstanding

tst i
Product (co, Delta o[um?"?::;;g (Share of
Intensity) Portfolio)

(co,
Intensity)

1 2019 9511349 7 8.3 -16% 150 19%

1 2019 9340635 10.4 9.8 6% 150 19%

2 2019 9293739 101 8.3 21% 100 13%

2 2019 9331517 9.5 7.5 26% 400 50%
Table 1.

Vessel alignment

Financial Product Capital Exposure (million $) Aligment Delta

Portfolio 800 14%

Table 2.
Portfolio alignment



Accountability
and enforcement

This section provides the requirements and technical guidance for both the
accountability and enforcement principles for the sake of clarity and simplicity. In
implementation, both principles are closely related.

The accountability and enforcement principles are intfended o ensure that the
assessment and disclosure of portfolio climate alignment under the Poseidon
Principles is practical, fair, and accurate. The intent of this approach is to ensure the
development of trust in the Poseidon Principles and amongst Signatories.

The Poseidon Principles use carbon infensity as the metric to measure climate
alignment. In order for the Poseidon Principles to align with the IMO DCS, which

is mandatory for all ships 5,000 gross tonnage and above and engaged on
international trade, the Poseidon Principles rely specifically on AER as the carbon
intensity metric.'

The Technical Guidance for the accountability and enforcement principles lays out
the four steps in the Poseidon Principles’ information flow process. At each step,
the assessment and enforcement requirements are clearly identified.

10 The rationale for this decision is fully discussed in Section 2.1



3.1 Accountability

PRINCIPLE

We recognize the important role that classification
societies and other IMO-ROs play in providing
unbiased information in the industry and the
mandatory regulations established by the IMO for
the data collection system for fuel oil consumption
from ships. We will rely on such entities and
mandatory regulations as explicitly identified

in the Technical Guidance for the provision of
information used to assess and report on

climate alignment.

REQUIREMENTS

For each step in the assessment of climate alignment,
Signatories will rely exclusively on the data types, data sources,
and service providers identified in the Technical Guidance.

|||||||



3.2 Enforcement

PRINCIPLE

We will require that ongoing compliance with the
Poseidon Principles is made contractual in our new
Business Activities using standardized covenant
clauses. We will contribute to the update and
addition of standardized clauses through

the annual review process.

REQUIREMENTS

Signatories will agree to work with clients and partners to
covenant the provision of necessary information to calculate
carbon intensity and climate alignment.




3. Accountability and enforcement Poseidon Principles

3.3_Requi ts at each information flow st

This section is broken into four information flow steps. The intent of this section is fo
give appropriate background and clearly demonstrate how information flows between
parties. Specific accountability requirements regarding data types, data sources,

and service providers are stated at each step. The enforcement requirement of using
a standardized covenant clause is referenced, but the clause itself is available from
the Secretariat. The Poseidon Principles’ information flow process relies on data

that shipowners are required to report to be in compliance with the IMO DCS and
accordingly be granted an SoC or Verification Letter by the RO as discussed in Section
2.1. The IMO DCS requirements are separate to, and pre-date, the Poseidon Principles.

Figure 6 provides an overview of the potential information flow pathways. The
pathways are divided into “preferred pathways” and “allowed pathways” tracks.
Preferred pathways are those that rely on IMO-ROs to maintain data veracity and
confidentiality.

For sake of clarity, once a Signatory has chosen either the preferred or allowed
pathways track, it may choose any option available for that step. For example, if a

Signatory chooses the allowed pathways track, it may choose to use any of the three
available options for steps 2 and 3.

Information Flow Step Options at Each Information Flow Step

, Preferred Pathways Track < Allowed Pathways Track .
N d N 7

2. AER Calculation &
Vessel Alignment
Calculation

4. Disclosure

Information flow pathway tracks

Sourcing vessel IMO DCS data

Calculating vessel carbon intensity and climate alignment

Calculating climate alignment of portfolio

Disclosure
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3. Accountability and enforcement

3.3.1 Step 1: Sourcing vessel IMO DCS data

Information Flow Step Options at each Information Flow Step

Preferred Pathways Track Allowed Pathways Track

Z N N
N d N 7

1. Source IMO DCS

Data and an SoC

Figure 7.
Data sourcing

Step 1 requires the sourcing of IMO DCS data and SoC or a Verification Letter for the
calculation of AER. It is permissible to source data from the RO upon the consent of
the shipowner or directly from the shipowner. As Figure 7 indicates, sourcing data
from an RO is preferable while sourcing data from the shipowner is allowed.

Figure 8 demonstrates how the Poseidon Principles interact with pre-existing
requirements under the IMO DCS. Under IMO DCS requirements, the shipowner
provides the specified data to the RO. The RO checks and verifies the data is

in accordance with IMO regulation, issues an SoC or a Verification Letter to the

Poseidon Principles

shipowner and then submits the data fo the IMO Ship Fuel Oil Consumption Database.

IMO DCS
4 N\
IMO DCS
Database
Method 1:
Shipowner gives
Consent for RO
X to share the data
Shtl)poy:ner as submitted to
Submits IMO & SoC or
foRO Verification Letter
> Signatory to
> Poseidon Principles
RO Method 1:
Soésosrues Signatory to inform Method 2:
! . ROs of the ships IMO Shipowner gives data
Verification . .
Lotter numbers for which (as submitted to IMO)
the data is required & SoC or Verification
Letter to Signatory
.
Figure 8.

Methods for sourcing vessel IMO DCS data
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Permissible information flow methods:

Method 1 (preferred pathway): RO(s) provide data and an SoC or a Verification Letter
to Signatory. Note that consent for the RO o share IMO DCS data with the Signatory
can be given through the standard covenant clause.

Method 2 (allowed pathway): Shipowner(s) provide data and an SoC or a Verification
Lefter to Signatory. The Signatory requests the shipowner provide the data as
submitted to the IMO DCS and the SoC or Verification Letter. Signatories are advised
to ask shipowners for data “as it was submitted o the IMO” to reduce risk of error.

Special guidance for transactions with multiple lenders:

Where there may be multiple lenders involved in one transaction, such as in

a syndicated loan, it remains the responsibility of the Signatory to collect the
appropriate information from an RO or the shipowner. However, it is both allowed
and encouraged that Signatories should work to reduce administrative burden by
collaborating where possible. For example, if multiple Signatories are sourcing data
from a shipowner and or RO, it is in their interest and the interest of the shipowner or
RO to coordinate their data requests.

How to meet the requirements:

1. IMO DCS data must be sourced from an RO or from the shipowner.

2. IMO DCS data may only be used if it is accompanied by an SoC or a
Verification Letter provided by an RO.
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3. Accountability and enforcement Poseidon Principles

3.3.2 Step 2: Calculating vessel carbon intensity and climate alignment

Options at each Information Flow Step

Information Flow Step

Preferred Pathways Track < Allowed Pathways Track

2. AER Calculation
& Vessel Alignment
Calculation

Internal 3" Party

Figure 9.
Vessel alignment calculation

Step 2 requires the calculation of vessels’ carbon intensity using the IMO DCS data
and the calculation of vessels’ alignment with decarbonization trajectories. There
are three methods for undertaking these calculations. The first method is relevant
only to the preferred pathways track, while the latter two are relevant to the allowed
pathways frack.

AER is used as the carbon intensity metric and is detailed in Section 2.1, and the
IMO DCS data used for calculating AER is also detailed in Section 2.1. Standard
decarbonization trajectories for each ship type and size class are produced
specifically for the purposes of the Poseidon Principles so that all calculations

are made in the same way." These are available through the Poseidon Principles
Secretariat. Figure 10 demonstrates the necessary information, where to source it,
and who can perform calculations.

Preferred Pathways Track Allowed Pathways Track
Source Data Source Data Source Data Source Data
from RO from Secretariat from Signatory from Secretariat
IMO DCS data Standard IMO DCS data Standard
(Continues decarbonization (Received from decarbonization
from step 1) trajectories shipowner) trajectories

Method 2

Signatory performs
calculations
internally other 3" party

Figure 10.

Methods for calculating carbon intensity and vessel
climate alignment

11 See guidance in Section 2.4 and Appendix 3 for further clarification on the provision
of trajectories.
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Permissible methods for calculation

Method 1 (preferred pathway): RO calculates vessel carbon intensity and climate
alignment on behalf of the Signatory.

1. The RO will source the standard decarbonization trajectories from the
Secretariat.

2. The RO calculates vessel carbon intensity and climate alignment on behalf
of the Signatory using the verified data from the IMODCS.

3. The RO provides the Signatory with the carbon intensity (AER) of the
vessel(s) and the decarbonization delta for the vessel(s), the IMO DCS data,
and the SoC or Verification Letter.

Method 2 (allowed pathway): Signatory uses data provided by shipowner(s) to make
vessel carbon intensity and climate alignment calculations internally.

1. Using the verified IMO DCS data as submitted to the flag state provided by
the shipowner and the standard decarbonization trajectories, the Signatory
calculates carbon intensity and climate alignment of the vessel(s).

Method 3 (allowed pathway): After receiving data from shipowners, Signatory
outsources carbon intensity and climate alignment calculations to an RO or another
third party.2

1. Afterselecting an RO or another third party in accordance with
accountability requirements below, the Signatory should send the
verified IMO DCS data, an SoC or a Verification Letter, and the standard
decarbonization trajectories fo thatparty.

2. The RO or other third party calculates vessel carbon intensity and climate
alignment on behalf of the Signatory using the verified data from the IMO
DCS.

3. The RO or other third party provides the Signatory with the carbon intensity
(AER) ofthe vessel(s) and the decarbonization delta for thevessel(s).

How to meet the requirements

« Vessel carbon intensity and climate alignment calculations must rely solely
on verified IMO DCS data (i.e., data for which an SoC or a Verification Letter
has been issued) and standard decarbonization trajectories provided by the
Poseidon Principles Secretariat.

« Vessel carbon intensity and climate alignment calculations can be
performed by Signatories, ROs, or other independent third parties (i.e. those
that are not ROs).

12 If a third party other than an RO is used, that third party must be regarded as independent
and have no shipbroking or commercial vessel interests.
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3.3.3 Step 3: Calculating climate alignment of portfolio

Information Flow Step Options at Each information Flow Step

Preferred Pathways Track < Allowed Pathways Track
N d N 7
3. Portfolio Alignment
Calculation Internal RO 3 Party Internal RO 3 Party
Figure 11.

Portfolio alignment calculation

Step 3 requires the calculation of portfolio climate alignment using the vessel
climate alignment data from step 2 and Signatories’ loan book data (i.e., debt
outstanding). There are two methods for undertaking this calculation. Methods 1 and
2 are applicable in both the preferred pathways and allowed pathways tracks. This is
due to the sensitivity of loan book data.’

Figure 12 demonstrates which data is necessary and who can perform the
calculations.

Source Data from Signatory

Vessel climate alignment
(from step 2)
Loan book

l

Method 1 Method 2

Signatory performs Signatory outsources
calculations internally calculations to RO
or another 3 party

Figure 12.
Methods for calculating portfolio climate alignment

13 For a full calculation methodology, see Section 2.5 of the Technical Guidance.
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Permissible calculation methods

Method 1 (preferred and allowed pathways): Signatory performs portfolio climate
alignment calculations internally.

1. Using vessel climate alignment data from step 2, Signatory undertakes
climate alignment calculations internally.

Method 2 (preferred and allowed pathways): Signatory outsources portfolio climate
alignment calculations to an RO or another independent third party.

1. After selecting an RO or another independent third party in accordance
with accountability requirements below, the Signatory should send climate
alignment and loan book data for all vessels within the scope of the
Poseidon Principles to that party.

2. The RO or otherindependent third party calculates the Signatory’s portfolio
climate alignment using climate alignment and loan book data for all
vessels within the scope of the Poseidon Principles.

3. The RO or otherindependent third party provides the Signatory with its
portfolio climate alignment score.

How to meet the requirements

1. Vessel carbon intensity and climate alignment calculations must rely solely
on verified IMO DCS data (i.e., data for which an SoC or a Verification Letter
has been issued) and standard decarbonization trajectories provided by
the Poseidon Principles Secretariat.

2. Portfolio climate alignment calculation can be performed by Signatories,
ROs, or other independent third parties (i.e., those that are not ROs).

3. The Signatory should provide the following information to the Secretariat in
line with the requirements identified in Section 4: Transparency.

Note: The AER calculation for a vessel shall be based on a full calendar year as
provided in MARPOL Annex VI Regulation 22A (i.e. 01 January until 31 December).
However, where a shipowner was the owner of (or responsible for) a vessel for only
part of a calendar year, and where IMO DCS data is therefore not furnished for the full
year, the AER calculation may be based on a period shorter than a calendar year.
However, the requirement for provision of an SoC and/or a Verification Letter for an
applicable Reporting Period (including a period shortened as above) shall remain
unaffected.
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3.3.4 Step 4: Disclosure

Information Flow Step Options at Each Information Flow Step

4. Disclosure

N

Preferred Pathways Track

\ 4

N

Allowed Pathways Track

\ %4

Internal

Internal

Figure 13.
Disclosure

Step 4 establishes disclosure requirements that will serve as a quality control

mechanism. The information outlined below will be submitted to the Secretariat

and made available only to Signatories with the intent of informing the actions

of the Steering Committee. Information submitted under these requirements will
not be made public. This is intended to establish a quality control mechanism for
Signatories while also ensuring that information that may be regarded as sensitive

by some Signatories is not publicly disclosed. There is one method, which is
applicable to both the preferred and allowed pathway tracks.

Source Data
from Signatory

Information from
steps1,2,63

!

Method 1

Signatory prepares disclosures
and submits to Scretariat as per
Transparency requirements

Figure 14.

Method for disclosure
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Method (preferred and allowed pathways): Signatory prepares disclosures and
submits to Secretariaf.

1. Ifthe Signatory is unable to collect data for some portion of its portfolio,
the Signatory should calculate the percentage of its eligible shipping
portfolio for which it cannot report. When calculating this percentage, the
Signatory should rely on the methodology outlined in Section 2.5.

2. The Signatory should calculate the percentages of its portfolio for which
it used preferred and allowed pathway fracks. When calculating these
percentages, the Signatory should rely on the methodology outlined in
Section 2.5. The Signatory should also list the names of providers (i.e., RO
or third party) it used, if any, to complete steps 1, 2, and 3 (i.e., those steps
identified in Sections 3.3.1-3.3.3).

3. The Signatory should provide the following information to the Secretariat:
percentage of eligible shipping portfolio non-reporting, percentages of
portfolio for which preferred and allowed pathway tracks were used, and a
list the names of providers it used, if any, to complete steps 1, 2, and 3.

How to meet the requirements

The Signatory should provide the following information to the Secretariat inline
with Transparency requirements identified in Section 4: percentage of eligible
shipping portfolio non-reporting, percentages of the portfolio for which preferred and
allowed pathway tracks were used, and a listthe names of providers it used, if any, to
complete steps 1, 2, and 3.

Example: Meeting disclosure requirements

In this example, a Signatory successfully completes the assessment of its portfolio
climate alignment. In addifion to reporting its portfolio climate alignment score to
the Secretariaft, it also reports the following information, which is demonstrated in
Table 3 below: percentage of eligible shipping portfolio non-reporting, percentage
of portfolio for which preferred and allowed pathway tracks were used, and a list the
names of providers it used, if any, fo complete steps 1, 2, and 3. The information in
Table 3 is not made public by the Secretariat.

% of Portfolio for which Preferred % of Portfolio for which Allowed
Pathway Tracks Used Pathway Tracks Used

% Non-reporting

1% 90% 9%

Step Providers Used Providers Used

Used ROs - classification society X,

classification society Y N/A - data collected from shipowner

Used ROs - classification society X,

2 classification society Y N/A - made calculations internally
3 Used Third Party - company name Z Used Third Party - company name Z
Note: % non-reporting refers to the % debt in Table 3.

a portfolio that is non-reporting, rather than

: : Example of disclosure requirement submission
the % of ships non-reporting
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3.4 _Standard covenant clause

Key to supporting the accurate assessment of climate alignment and to creating

an equal burden on all Signatories is an enforcement mechanism that ensures that
the appropriate data and information are provided by shipowners to Signatories,

the appropriate consents are given for the sharing of data, the data is shared,

and appropriate privacy protections are established. This may include the sharing

of data via a shared data platform or the data being provided by shipowners’
commercial manager, depending on what is agreed between the shipowners and the
Signatories.

To assist in the collection and sharing of data for the Poseidon Principles, there is
a standard covenant clause. There is also a form of letter to be sent by Signatories
to shipowners to request the data. The proforma clause and supporting definitions
together with the form of letter are available from the Secretariat.

How to meet the requirements

In all new Business Activities that are finalized after a financial institution becomes a
Signatory to the Poseidon Principles, the Signatory will use its best efforts to include
the Definitions and Covenant wording set out in the covenant clause in the relevant
documentation, amended, where necessary, to reflect the Signatory’s proposed
method of data collection.
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Transparency

This section states the requirements for the Transparency
principle and provides the expectations and intent of each
requirement. I also provides an outline of the timeline for the
participation in and compliance with the Poseidon Principles.

PRINCIPLE

We will publicly acknowledge that we are a
Signatory of the Poseidon Principles and we

will publish the results of our assessment of the
climate alignment of our Business Activities at the
portfolio level in line with the Technical Guidance
on an annual basis.

REQUIREMENTS

1. Upon becoming a Signatory, the Signatory will publicly
acknowledge that it is a Signatory of the Poseidon
Principles.

2. 0Onanannual basis, each Signatory will report the overall
climate alignment of its shipping portfolio and supporting
information as per Accountability requirements tothe
Secretariat no later than 30 November. This requirement
takes effect for each Signatoryin the calendaryear after
the calendaryearinwhich it became a Signatory.

3. Onanannual basis, each Signatory will publish the overall
climate alignment of its shipping portfolio in relevant
institutional reports on a timeline that is appropriate for
that Signatory. This requirement takes effect for each
Signatory in the calendaryear after the calendar year in
which it became a Signatory.
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4.1 Information flow

Signatory —>

Requirement 1

Upon becoming a Signatory, that Signatory will
publicly acknowledge that it is a Signatory of the
Poseidon Principles.

Requirement 2

On an annual basis, each Signatory will report the
overall climate alignment of its shipping portfolio
and supporting information as per the
Accountability requirements to the Secretariat no
later than 30 November. This requirement takes
affect for each Signatory in the calendar year after
the calendar year in which it became a Signatory.

Requirement 3

On an annual basis, each Signatory will publish the
overall climate alignment of its shipping portfolio in
relevant institutional reports on a timeline that is
appropriate for that Signatory.

Publication by Poseidon
Principles Secretariat

The Secretariat will collect reported
submissions from all eligible
Signatories. By 31 December
annually, the Secretariat will publish
all climate alignment scores at
www.poseidonprinciples.org

Figure 15.
Information flow for transparency requirements

Figure 15 demonstrates the information flow for each Transparency requirement.
Below, expectations and intent of each Transparency requirement are further

clarified.

How to meet the requirements

1. The expectations of Transparency requirement 1 are that a Signatory
should make publicly known that it is a Signatory to the Poseidon
Principles in a manner that is suitable for its organization. The intent of
this requirement is to simply ensure awareness of the Poseidon Principles
and to ensure that it is clear which organizations are Signatories without
creating any significant burden to them.

2. The expectations of Transparency requirement 2 are that a Signatory
should report all required information to the Poseidon Principles
Secretariat (climate alignment of portfolio and supporting information as
per Accountability requirements) in a timely manner in accordance with the
Assessment, Accountability and Enforcement, and Transparency Technical
Guidance. The infent of this requirement is to ensure that accurate
information can be published by the Poseidon Principles Secretariat to
www.poseidonprinciples.org in a timely manner. The required reportfing
fimeline is intended to create as little burden as possible to Signatories.

3. The expectations of Transparency requirement 3 are that a Signatory
should identify relevant institutional reports and ensure that the climate
alignment of its shipping portfolio is included in them. Due to different
institutional timelines, no specific expectations have been set for
when reports including portfolio climate alignment scores should be
published. The intent of this requirement is not fo specify precisely where
this information should be published or create a significant burden for
Signatories. Instead, it is intended to ensure awareness of the Poseidon
Principles and their approach.
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Example: Transparency

In this example, a lender becomes a Signatory of the Poseidon Principles
in November 2019.

Requirement 1: Lender issues a press release announcing that it is a
Poseidon Principles Signatory in November 2019.

Requirement 2: Prior to 30 November 2020, the Signatory submits its
portfolio climate alignment score (for 2019) and supporting information
as per the Accountability requirements. The Signatory has a score of
+4% indicating that it is +4% above the decarbonization trajectory.

Requirement 3: The Signatory includes its portfolio climate alignment
score in its annual sustainability report.

Publication by Poseidon Principles Secretariat: All eligible Signatories’
2018 climate alignment scores will be published online prior to
31 December 2020.
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5

How to become
a Signatory

The following outlines the
process for financial institutions
to become Signatories and
highlights the necessary
documents.

This document is intended
to be a how-to guide for the
administrative aspects of
implementing the Principles
by proposed Signatories.




Institutions wishing to become a Signatory of the Poseidon Principles must adhere to
the following process:

1. Using the standard declaration and Signatory application provided by the
Secretariat, a financial institution wishing o become a Signatory must
complete and send both documents to the Secretariat.

2. The financial institution must complete and submit the Poseidon Principles
Self-Assessment to the Secretariat within five (5) months of becoming a
Signatory.

Step 2

Prepare and submit the
Poseidon Principles Self-
Assessment within 5 months
of becoming a Signatory

Step1l

Submit Standard Declaration
and Signatory Application

A\ 4

5.1 Standard Declaration

The Standard Declaration is the formal commitment required of financial institutions
to become a Signatory.* Step one of the process, the Declaration, announces the
intent of the financial institution to follow all legally binding requirements of the
Principles. This means that the institution is prepared to take the necessary steps

to comply with all four Poseidon Principles, and have this commitment and related
reporting made public.

14 The Standard Declaration is available from the Secretariat.
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5.2 _Signatory Application

Along with the Standard Declaration, the financial institution wishing to become a
Signatory must also complete the Signatory Application document.’® This document
outlines who is responsible for contact, reporting, invoicing, and other necessary
functions to implement and maintain the Poseidon Principles within the financial
institution.

5.3 _Self-Assessment

Upon becoming a Signatory, each Signatory has five (5) months to complete this
Self-Assessment and return it to the Poseidon Principles Secretariat.’® The purpose
of this is to ensure that each Signatory has made appropriate arrangements to

fulfil its obligations under the Poseidon Principles and identified any challenges to
doing so. The Self-Assessment is as brief as possible to reduce the administrative
burden, while still addressing the core responsibilities of Signatories to the Poseidon
Principles.

The questions focus on ensuring that Signatories are aware of timelines and
obligations under the Poseidon Principles, have engaged internal stakeholders, have
engaged clients, and have a plan for engaging the necessary service providers to
complete their climate alignment assessment.

15 The Signatory Application is available from the Secretariat.
16 The Self-Assessment questions are available from the Secretariat.



5.4 Timeline

Public
acknowledgement
of Signatory status

Financial institution
becomes a Signatory after

having formal declaration
and application accepted

Submit
self-assessment

5 months

N
\ %4

Figure 16.
Timeline for Signatories of the Poseidon Principles

Figure 16 details the steps to becoming a Signatory.

The Poseidon Principles aim to be easily implementable and achievable for each
Signatory. To these ends, the Timetable for Implementation in Figure 1 assists the
Self-Assessment so that Signatories know when there are important deadlines for
alignment and reporting to comply with the Principles.

5.5 _Governance

Information regarding the founding of the Poseidon Principles Association, the
selection of the Steering Committee, and the role of the Secretariat can be found in
the Governance Rules of the Association.
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Appendix 1

Definitions and abbreviations

AER means the Annual Efficiency Ratio, a carbon intensity metric calculated in accordance with Equation 1 as
set out in Section 2.1 of the Technical Guidance.

Business Activity is defined as any credit product—including bilateral loans, syndicated loans, club deals,
and guarantees—that is secured by vessel mortgage(s) or finance lease secured by title over vessel(s)
and where that vessel, or unmortgaged ECA loans tied to a vessel, which have an established Poseidon
Principles trajectory whereby the carbon intensity can be measured with IMO DCS data®. This scope may be
amended or expanded by Signatories in the future as per the annual review process.

CDPis the Carbon Disclosure Project, a not-for-profit charity that runs a global disclosure system for investors,
companies, cifies, states and regions fo manage their environmental impacts.

DWT is DWT at maximum summer draught, a measure of how much weight a ship is designed to carry.

ECA is an Export Credit Agency.

EEOI is the Energy Efficiency Operational Indicator, developed by the IMO in order to allow shipowners to
measure the fuel efficiency of a ship in operation.

GHG means Greenhouse Gas.

IMO is the International Maritime Organization, a specialized agency of the United Nations, and the global
standard-setting authority for the safety, security and environmental performance of international shipping.

IMO DCS is the IMO’s MARPOL Annex VI Data Collection System for Fuel Consumption.

RO is an authorized organization that performs statutory requirements on behalf of a vessel’s flag state. While
normally a Classification Society, in the case of the IMO DCS, independent verifiers have been authorized by
some flag states.

Signatory is a financial institution or ECA that has sent a formal declaration to the Global Maritime Forum, has
had that declaration accepted, and has had that declaration announced.

17 *where a vessel or vessels fall under the purview of the IMO and is required to submit data to the IMO DCS, i.e., vessels 5000 GT and
above, not solely engaged in voyages within waters subject to the sovereignty or jurisdiction of the State the flag of which the ship is entitled to
fly (MARPOL Annex VI, Chapter 4, Reg. 19).

Signatories are to use the ship type classification as submitted to the IMO DCS.

For clarification of classification of ship types or individual ships, please refer to:
(1) StatCode5 Ship Type Coding System document, and

(2) IMO GISIS

(3) If still in doubt, please contact the Secretariat
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SoC is a Statement of Compliance issued by a flag state or an RO to the owner of a relevant vessel confirming
its compliance with the IMO DCS.

TCFD is the Task Force on Climate-related Financial Disclosure, a task force set up to develop
recommendations for voluntary climate-related financial disclosures that provide useful information o
lenders, insurers, and investors.

TEU means Twenty-foot Equivalent Unit, a unit of cargo capacity often used to describe the capacity of
container ships.

TNM refers to tonne-nautical mile

VOYAGE is including the time spent in port for vessels sailing in international waters, as outlined by the IMO DCS
requirements.

Verification Letter issued by a Recognized Organization may be accepted in lieu of an SoC, where such a
Verification Letter expressly states the vessel’s identification, reporting period relating to the IMO DCS, and
is duly signed.

A note on the Versions of the Poseidon Principles

The “2019 Poseidon Principles” or “Version 3.0" refers to the version
which uses the IMO 3rd GHG Study trajectories. This version was used
for the first Annual Disclosure Report, which used 2019 emissions data.
Versions 1.0 and 2.0 were earlier editions with the same trajectories, but
corrected inconsistencies throughout the document following launch in
June 2019.

The “2020 Poseidon Principles” or “Version 4.0" refers to the version
which uses the IMO 4th GHG Study trajectories.
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Selecting a carbon intensity metric

There are a number of different carbon intensity metrics that have been proposed
both in IMO discussions and in the private sector, but no single metric on operational
carbon intensity has been mandated by the IMO or used to define the carbon
intensity goal in the IMO Initial Strategy. There are only suggestions made in the
guidelines.

Carbon intensity measures considered for the Poseidon Principles are the Energy
Efficiency Operational Indicator (EEOI) and the Annual Efficiency Ratio (AER) which
are two measures developed by, or being proposed to, the IMO. The following provides
a summary of their differences:

1. The Energy Efficiency Operational Indicator (EEOI)

a. This requires information including the CO, emissions, the distances
sailed whilst doing transport work, and the amount of cargo (or
passengers or gross tonnage) carried.

b. The EEOI produces the closest measure of the vessel’s true carbon
intensity.

2. Annual Efficiency Ratio (AER)

a. AER s similarin form to EEOI but uses an approximation of cargo
carried by utilizing the vessel’'s designed deadweight (or Twenty-foot
Equivalent Unit (TEU) or passenger or gross tonnage) capacity in
place of actual cargo carried and assumes the vessel is continuously
carrying cargo.

b. Because ships are not always fully utilized in terms of capacity and
many ships (e.g., tankers and bulkers) operate with ballast voyages
where for several voyages a year they have no cargo, this method
typically underestimates carbon intensity.

Different metrics place different requirements on the data that is needed in their
calculation. To ensure consistency in application of the Principles and ensure an
apples-to-apples comparison between the calculations can be made by Signatories,
it is important that all Signatories apply the same single metric.

Measure Pros Cons

e Requires additional data to be

True measure of transport work collected (cargo) that is not

EEOI

[DElded collected through the IMO DCS
e Only fuel consumption and distance * Notfatrue measure of transport
AER sailed need to be measured work. Assumes all vessels are
sailing confinuously loaded on
e Aligned with IMO all voyages
Table 4.

Comparison of EEOI vs. AER
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Appendix 3

2020 Poseidon Principles Methodology
(Version 4.0)

Calculation of decarbonization trajectories per ship type
and size class

The following describes the method applied for establishing the target carbon
intensity for a given ship type and size class in a given year. This is carried out by
calculating a decarbonization-consistent carbon intensity trajectory from 2012 to
2050. The method is derived from IMO Secretariat-commissioned data sources - the
Third IMO GHG Study and the Fourth IMO GHG Study. Assumptions for formulating the
trajectory are also taken from the Initial IMO GHG Strategy.

Ship type and size definitions:

Carbon intensities vary as a function of ship type and size, as well as a ship’s
technical and operational specification. To enable the carbon intensity of ships to be
compared to a peer group of ships of a similar type and size, a classification system
is applied. The classification system is taken from the Fourth IMO GHG Study?, to
enable consistency with the IMO’s process. Full details of the definitions can be
found in that document. See the section on Revisions to the Poseidon Principles
Trajectories for more information about the revisions to the classification system.

Estimating the ship type and size specific carbon intensity:

The baseline year for the trajectories is 2012, consistent with the Poseidon Principles
methodology used to calculate Signatories’ climate alignment for 2019 (“the 2019
Poseidon Principles” or Version 3).

Estimating the carbon intensity improvement required across
all ship types:

The overall (all ship type and size categories included as international shipping)
improvement required in carbon intensity is calculated from:

1. Aprojection of the foreseeable growth in fransport work across all ship
types between baseline (2012) and the target year (2050)

2. The target CO, emissions in 2050

18 Jasper Faber, Shinichi Hanayama, Shuang Zhang, Paula Pereda, Bryan Comer, Elena Hauerhof,
Wendela Schim van der Loeff , Tristan Smith, Yan Zhang, Hiroyuko Kosaka, Masaki Adachi, Jean-Marc
Bonello, Connor Galbraith, Zineng Gong, Koichi Hirata, David Hummels, Anne Kleijn, David S. Lee, Yiming
Liu, Andrea Lucchesi, Xiaoli Mao, Eiichi Muraoka, Liudmila Osipova, Haogi Qian, Dan Rutherford, Santiago
Sudrez de la Fuente, Haichao Yuan, Camilo Velandia Perico, Libo Wu, Deping Sun, Dong-Hoon Yoo and Hui
Xing. 2020, Fourth IMO Greenhouse Gas Study. International Maritime Organization, London, UK.
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The projection of foreseeable growth is taken from the Fourth IMO GHG Study
scenario RCP 2.6 SSP2. This scenario is selected because it is most aligned with
decarbonization in the wider economy, and most closely represents the rate of GDP
and trade growth that has been observed in recent years (between 2012 and 2018).
For each scenario, the Fourth IMO GHG Study employed two models for projecting
transport work for non-energy products'®: a logistics model which analyses the
relationship between global transport work and its drivers using historical data to
project fransport work; and a gravity model, which presumes that fransport work

is a function of per capita GDP and populatfion of the frading countries and uses
econometric techniques o estimate the elasticity of fransport work with respect to
its drivers. The results show that for most scenarios, including RCP 2.6 SSP2, the
logistics model approach results in higher transport work projections than the gravity
model approach. The logistics model approach was chosen as it represents an upper
bound on the fransport work projection and therefore is more conservative, allowing
international shipping to meet its decarbonization targets if transport work is higher
than forecasted under the gravity model but within the upper bound set by the
transport work assumed in the logistics model.

The estimate of the target CO, emissions in 2050 is taken by applying the IMO’s Initial
Strategy Objective 3 minimum target (at least a 50% reduction), to the IMO Initial
Strategy’s baseline year (2008) total CO, emissions (921Mt), taken from the Third IMO
GHG Study. It should be noted that as indicated by the “at least”, this currently
represents the minimum level of ambition and therefore the maximum absolute
emissions and least ambitious aggregate carbon intensity. The estimate of 2012
emissions is taken from the Fourth IMO GHG Study?°. Values for the total transport
demand, fotal CO, emissions, and aggregate carbon intensity in 2008, 2012 and
2050 are given in Table 5.

2008 2012 2050
Total transport demand (billion tonne miles) 46003 54077 119429
Total CO, emissions (million tonnes) 921 848 461
Estimated aggregate carbon intensity (gC0,/tnm) 20.0 157 3.9
Table 5.

Transport demand, emissions and carbon Intensity for

international shipping

19 For a description of the full methodology employed fo project transport work including energy
products, see page 259 of the Fourth IMO GHG Study.
20 The CO, emissions shown in Table 5 are for total international shipping emissions, and

as such, include sectors which are measured in gross tonnage units (e.g., Cruise, Vehicle and some
Ferry-RoPax and Ferry-pax only). These sectors are included in order to maintain consistency with the
method employed in the 2019 Poseidon Principles technical guidance, which is also consistent with
how the 2008 CO, emissions has been derived for international shipping. International carbon emis-
sions were 7% higher in 2012 in the Fourth IMO GHG Study than the Third IMO GHG Study.
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Appendices

Figure 17 plots the intensity values in Table 5 and a linear trend line connecting them.

There are many different assumptions that could be applied to specify the shape of

the curve that defines the rate of carbon intensity reduction between 2012 and 2050.

The chosen trajectory represents a gradual and consistent rate of improvement on
average across the fleet; the assumption applied here is for a constant improvement
year-on-year, which is described by a straight line between 2012 and 2050.

25.0

150 -

10.0

Carbon Intensity

50

00 4 | : : . | . ; - |
2008 2013 2018 2023 2028 2033 2038 2043 2048 2053

Year

Figure 17.
Global carbon intensity trajectory

The Poseidon Principles trajectory is more ambitious than the IMO Initial Strategy
Objective 2 intensity reduction values of 40% (2030) and 70% (2050), because it

is derived to ensure achieving the IMO Initial Strategy Objective 3 (the absolute
emissions objective). Meeting Objective 3 ensures that all IMO Initial Strategy
Objectives are achieved. As it stands, the trajectories do not account for projected
efficiency or alternative fuel technology uptake by the industry and are not designed
to forecast any changes in operating profile. The linear nature of the trajectories
provides a method fo overcome uncertainty infroduced by projections relating to
technology uptake or operational variation.

Poseidon Principles
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Calculating the target carbon intensity, corrected to AER, in a
given year as a function of the ship type and size class

The rate of reduction required per year is relative to the last historical data point
(2012). The trajectory is shown relative to 2012 global cargo carbon intensity
(indexed to 2012 carbon intensity) in Figure 18.
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Indexed decarbonisation trajectory, 2012-2050

While the trajectory is presented for the time period 2012 to 2050, it is consistent
with the 2008 baseline year as specified in the IMO Initial Strategy Objectives as the
end point is determined by a 50% reduction relative to the baseline. The formula for
the trajectory is given in Figure 18, and allows the index value to be calculated for a
given year.?! The index value represents the required carbon intensity value relative to
the carbon intensity in 2012.

The index currently chosen for the Poseidon Principles is AER for cargo-carrying
ships which use deadweight to measure their capacity and cgDIST? for ships
measured in gross tonnage. The latter category includes Cruise, Ferry Ro-Pax, Ferry-
pax only and Vehicle carriers. Each of these ship types has its own decarbonisation
trajectory used to determine the trajectory values in Table 6.

The trajectory value for a given year is calculated in the following manner:
1. Calculate carbon intensity index for the given year

2. Multiply the carbon intensity index by the median 2012 AER value per ship
type and size

The fleet type and size category median values in 2012 are included in Table 6. The
AER and cgDIST trajectory values have been calculated for the years 2020-2023 and
included in Table 6. Note that for the smallest bin size, there are ships of gross
tonnage less than 5000 GT which would be excluded from IMO DCS. Therefore a filter
of 5000 GT and above was applied on a case-by-case basis based on the frade-off
between sample size and the difference in AER between the sample with all gross
tonnage (including ships less than 5000 GT) and the filtered sample. The filter was
applied to Liquified Gas Tankers (0-49999 cbm) and Ro-Ro (0-4999 dwt).

21 The slope and intercept are rounded to the nearest four decimal places, calculated using the
index values for 2012 and 2050.
22 cgDISTis CO,/GT*nm, the same formula as AER, except gross tonnage is used in place of

deadweight in the denominator of Equation 1.
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2012 2020 2021 2022 2023

Size units Median AER/cgDIST Trajectory value Trajectory value Trajectory value Trajectory value
Bulk carrier 0-9999 dwt 25,8 21,7 21,2 20,7 20,2
Bulk carrier 10000-34899 dwt 8,0 6.8 6,6 6.4 6.3
Bulk carrier 35000-59999 dwt 57 4.8 47 4,6 45
Bulk carrier 60000-99999 dwt 4.4 37 3,6 35 34
Bulk carrier 100000-199999 dwt 3,0 2,5 2,5 2,4 24
Bulk carrier 200000-+ dwt 2,6 2.2 21 21 2,0
Chemical tanker 0-4999 dwt 54,1 45,5 44,5 43,4 42,3
Chemical tanker 5000-9999 dwt 28,2 237 23,2 22,6 221
Chemical tanker 10000-19999 dwt 18,1 15,2 14,9 14,5 14,1
Chemical tanker 20000-39999 dwt 116 9.8 9,5 9,3 91
Chemical tanker 40000-+ dwt 84 71 6.9 6.7 6.6
Container 0-999 teu 24,4 20,5 20,0 19,5 19,0
Container 1000-1999 feu 17,9 151 14,7 14,4 14,0
Container 2000-2999 teu 121 10,2 10,0 9,7 9,5
Container 3000-4999 teu 11,4 9,6 9.4 91 89
Container 5000-7999 feu 104 8,7 8,5 83 81
Container 8000-11999 teu 85 72 7,0 6,8 6,7
Container 12000-14499 teu 6.7 56 5,5 54 52
Container 14500-19999 teu 4,4 37 3,6 8i5 815
Cruise 2000-9999 gt 39,0 32,4 31,6 30,8 30,0
Cruise 10000-59999 gt 171 14,3 13,9 13,5 13,2
Cruise 60000-99999 gt 15,4 12,8 12,5 121 11,8
Cruise 100000-149999 gt 119 9.9 9,7 9.4 )72
Cruise 150000-+ gt 9,0 75 7.3 71 6.9
Ferry-RoPax 5000-9999 gt 49,4 411 40,1 391 38,0
Ferry-RoPax 10000-19999 gt 321 26,8 26,1 254 247
Ferry-RoPax 20000-+ gt 22,3 18,6 18,1 17,7 17,2
Ferry-pax only 2000-+ gt 26,9 23,0 225 22,0 215
General cargo 0-4999 dwt 24,6 20,7 20,2 19,7 19,2
General cargo 5000-9999 dwt 19,4 16,3 15,9 15,5 151
General cargo 10000-19999 dwt 17,0 14,3 14,0 13,6 13,3
General cargo 20000-+ dwt 9,5 8,0 7.8 76 74
Liquefied gas tanker 0-49999 cbm 22,3 18,8 18,3 179 17,4
Liquefied gas tanker 50000-99999 cbm 58 83 81 79 77
Liquefied gas tanker 100000-199999 cbm 11,7 9,9 9,6 94 9,2
Liquefied gas tanker 200000-+ cbm 10,9 91 89 87 8,5
Oil tanker 0-4999 dwt 69,1 58,1 56,7 55,4 54,0
Oil tanker 5000-9999 dwt 33,8 28,5 278 271 26,5
0il tanker 10000-19999 dwt 25,3 21,2 20,7 20,2 19,7
0il tanker 20000-59999 dwt 10,4 88 8,5 83 81
0il tanker 60000-79999 dwt 7,0 5,8) 58 56 55
0il tanker 80000-119999 dwt 51 4,3 4,2 41 4,0
0il tanker 120000-199999 dwt 4.2 3,5 34 33 32
0Oil tanker 200000-+ dwt 27 2,3 2,3 2.2 21
Other liquids tankers  0-999 dwt 14991 1261,1 1231,3 1201,6 1171,8
Other liquids tankers 1000-+ dwt 60,1 50,6 49,4 48,2 47,0
Refrigerated bulk 0-1999 dwt 152,7 128,5 125,4 122,4 118,4
Refrigerated bulk 2000-5999 dwt 70,2 59,0 57,6 56,2 54,8
Refrigerated bulk 6000-9999 dwt 45,0 378 36,9 36,0 35,2
Refrigerated bulk 10000-+ dwt 36,8 310 30,2 29,5 28,8
Ro-Ro 0-4999 dwt 62,6 52,6 514 50,1 48,9
Ro-Ro 5000-9999 dwt 48,7 40,9 40,0 39,0 38,0
Ro-Ro 10000-14999 dwt 38,5 324 3L6 30,9 301
Ro-Ro 15000-+ dwt 21,8 18,3 17,9 17,5 171
Vehicle 0-29999 gt 20,2 171 16,7 16,3 15,9
Vehicle 30000-49999 gt 6.9 58 57 56 54
Vehicle 50000-+ gt 59 50 4.8 47 4,6

Table 6:

Note: AER for each ship type and size category The trajectory values for 2020-2023. For Cruise, Ferry-RoPax,
is intfended to compare ships in the same peer Ferry-pax only and Vehicle, the denominator of carbon intensity
group, rather than across all ships. is GT*nm where GT is gross tfonnage instead of DWT*nm.
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Carbon Intensity

Revisions to the Poseidon Principles Trajectories
Revisions to this technical guidance took into account the following factors:

«  The Fourth IMO GHG Study (published in 2020) updates the carbon intensity
estimates for 2012 used in the 2019 Poseidon Principles version, the
size categories per ship type and size and future projections of transport
demand for 2050.

« The developments leading up to MEPC 76 in terms of the carbon intensity
metrics chosen for ship types that use gross-tonnage (e.g., Cruise).

The Fourth IMO GHG Study improved its methodology for estimating carbon
emissions, and estimated the carbon intensity of ships in the world fleet and per ship
type and size category. Various carbon intensity metrics were estimated including
EEOI, AER, and cgDIST for the period 2012-18. The Study also used a different
methodology for projecting tfransport demand. Overall, the revisions made fo carbon
emissions were a result of an improved methodology23, while transport demand
projections took account of recent frends in the relationship between maritime
trade and its drivers (e.g., macroeconomic indicators) and different models used.
This impacted the steepness of the global cargo decarbonisation trajectory, which
can mostly be explained by a lower fransport demand projection. Figure 19 shows a
comparison of the 2019 Poseidon Principles global cargo decarbonisation frajectory
to the revised 2020 Poseidon Principles (Version 4.0) global cargo decarbonisation
frajectory.

The Fourth IMO GHG Study also updated the size bins per ship type to take into
account the development of the fleet between 2012 and 2018 whilst also considering
future fleet development. This had the effect of breaking out larger size ranges used
in the Third IMO GHG Study info smaller size bins.24
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2008 2013 2018 2023 2028 2033 2038 2043 2048 2053
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Figure 19.

A comparison of the global carbon intensity trajectory between
the 2019 Poseidon Principles (Version 3.0) and 2020 Poseidon
Principles (Version 4.0)

23 See page 184 of the 4™ IMO GHG Study for a comparison between the Third and Fourth GHG
Studies.
24 See Table 8 in the 4™ IMO GHG Study for a mapping of size bins from the 3 IMO GHG Study fo

the 4™ IMO GHG Study.
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In the 2019 Poseidon Principles (Version 3.0), the carbon intensity of three ship types
- Cruise, Ferry Ro-pax and Ferry Pax-only, were measured in CO2/GT which are better
measured using a volumetric proxy as they carry passengers. Various proposals
submitted to the IMO in advance of the MEPC 76 meeting have recommended the use
of cgDIST for these ship types, as well as Vehicle carriers which are also measured

in GT units in the Fourth IMO GHG Study. The Poseidon Principles has adopted this
mefric as it controls not only for the different capacity units but also the distance
travelled. Therefore, separate global decarbonisation trajectories are provided for
these four ship types to determine the global index values.

Future potential revisions to the Poseidon Principles

Over the timescale that the decarbonization trajectories are estimated, a number of
the parameters that are used in their calculation may change.

These include:

«  The IMO may modify the levels of ambition of its initial GHG reduction
strategy, including when the IMO revises its strategy (expected 2023] (e.g.,
if the Objectives increase in ambition, the carbon intensity trajectory will
steepen). Or the Poseidon Principles Association may decide to take a
different interpretation of the IMQO’s strategy, or align to different levels of
ambition to the IMO.

«  Adopting a continuous curve approach tfo model the relationship between
size and AER for each ship type, which would adjust the 2012 baseline
(upwards or downwards) if the ship’s size differs from the median
ship per ship type (e.g., if the ship is larger than the median ship, the
decarbonisation trajectory value would be more stringent).

- The IMO may develop exemptions or correction factors in the short-term
measure to fake info account the special nature of certain ship types’
operations (e.g., ice-classed ships).

«  Subsequent IMO GHG studies (released about every five years) and
subsequent studies may update or modify the estimates of the historical
carbon intensity and carbon intensity trends (e.g., if historical estimates
are revised upwards, the carbon intensity objective will steepen).

e Transport demand growth may develop differently fo the estimate used
here to calculate the carbon intensity frend consistent with a 2050
absolute GHG objective (e.g., if demand growth exceeds the trend used in
these calculations, the carbon intensity objective will steepen).

- Demand growth may develop differentially between ship types and
increase the demand for ships with different carbon intensity than the
2012 fleet (e.g., if demand modifies the fleet composition to increase the
share of emissions by ships which have higher carbon intensity, the carbon
intensity objective will steepen).

While the decarbonization trajectory and the ship type and size specific frajectory
values have been calculated using the best available data, there are a number of
foreseeable reasons why these values may need to change in the future. For this
reason, it is proposed that decarbonization frajectories are reviewed at a minimum
every five years, approximately consistent with the periodic release of new analysis
(the IMO GHG Studies). Any update to the decarbonization trajectories should be
applied for future climate alignment, not re-analysis of historical climate alignment.
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Qn(m Foresight

Regulation and market measures combine to

Ek-4

reshape the shipping market

The IMO’s short term GHG strategy, together with the Poseidon Principles will have an
impact on the industry far beyond the reduction of emissions.

Whilst shipping markets continue to face the fallout
from an unprecedented year, global regulation of the
industry continues to gather momentum, with efforts
to reduce the maritime industry’s carbon footprint
transitioning from simply recording emissions into
concrete measures to reducing them.

Central to these efforts is the International Maritime
Organization’s (IMO) initial greenhouse gas (GHG)
reduction strategy. For anyone with even a passing
familiarity of the shipping markets in recent years, this
is well-trodden ground. However, it is worthwhile briefly
recapping its stated aims.

As a pathway towards reduced CO2 emissions
consistent with the Paris Agreement temperature goals,
the initial GHG strategy envisages a reduction in the
carbon intensity of transport work, across international
shipping, of at least 40% by 2030 and pursuing efforts
towards a reduction of 70% by 2050, compared to a

2008 benchmark. The strategy also aims to reduce
total annual GHG emissions from internal shipping by
at least 50% by 2050, again compared to 2008 levels.

The 76th session of the IMO’s Marine Environment
Protection Committee (MEPC) was held remotely
in mid-June. Amongst other actions taken, the IMO
adopted extensive new CO2 regulations applicable
to existing ships. Foremost, amongst these were
guidelines relating to the implementation of three key
measures: (1) the Energy Efficiency Existing Ship Index
EEXI; (2) the Carbon Intensity Indicator (Cll); and (3)
the enhanced Ship Energy Efficiency Management
Plan or (SEEMP).

Despite the severe impact these measures will have on
shipping, the market’s understanding of their practical
implications is limited at best. This is unsurprising given
the evolving nature of the regulations, the underlying
requirements and calculations. To shed some light on

Chart 1: Percentage of Dry Bulk Carriers Calling at EU Ports Estimated to be EEXI-Compliant (2019)
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the impact the regulations will have on shipping, this
article will combine the provisional guidance provided
by the IMO with MSI’s proprietary modelling framework
to examine the alignment of the dry bulk carrier fleet
with these three measures when they apply from 2023.

EEXI

To date, the greatest clarity exists round the EEXI. The
EEXI is a one-time, technical measure based on the
design of the ship, equivalent to the Energy Efficiency
Design Index (EEDI), with some adaptations due to
limited access to design data. It is an assessment of a
vessel’s theoretical efficiency, and shipowners will have
to demonstrate that the vessel meets the prescribed
levels of energy efficiency. It applies to all vessels
above 400 GT falling under MARPOL Annex VI and
will be applicable from the first annual, intermediate or
renewal IAPP survey after 1st January 2023. Owners
will have to show their vessels are in compliance with
the EEXI standards — equivalent to EEDI phase 2 or
3 for newbuildings — or take action where required to
bring the vessel into compliance.

Since avessel’s EEXI, orindeed its EEDI, is not publicly
available data, it is impossible to precisely quantify
the number of vessels which will not be compliant.
However, it is possible to make an estimate of the
proportion of the fleet which would need adjustments
to bring them into compliance, based on 2019 data
published under the EU’s Monitoring, Reporting and
Verification of CO2 Emissions (MRV) system.

Chart 1 shows the fleet of dry bulk carriers calling
into EU ports during 2019, categorised by whether
MSI estimates them to be compliant or not with the
EEXI legislation. Because the EEXI value is broadly
comparable to its EEDI, the estimations used in this
chart are based on an assessment of whether the EEDI
of individual vessels meet the standards applicable to
the dry bulk carrier fleet as of 1st January 2023. While
we have used the EEDI for vessels where known,
many are not reported. In these instances, a vessel’s
EEDI has been estimated by using its Estimated Index
Value (EIV), which is a simplified form of the EEDI. A
paper published by TU Delft proposed that a suitable
adjustment factor for the conversion of EIV to EEDI is

0.86; we have used this in our own calculations.

As Chart 1 shows, compliance for all dry bulk carrier
segments below Capesize is between 19-32%, whilst
less than 10% of Capesizes are estimated to be EEXI-
compliant. Whilst this analysis is only applicable to
dry bulk carriers trading to and from the EU, we have
no reason to be that these levels of compliance are
not representative of the global fleet. Ultimately, most
dry bulk carrier owners will have to take some level of
action to comply with the EEXI.

The two primary methods of compliance with EEXI
requirements will be via engine power limitation (EPL)
or the installation of energy efficiency technologies. It is
believed that for many vessels the most cost-effective
and efficient means of compliance will be to apply an
EPL, which in turn would reduce the maximum speed
of a vessel, although the EPL could be overridden for
safety-related reasons.

From the market’'s point of view, the key question is
the extent to which the widespread implementation
of EPLs would impact actual vessel trading speeds.
Chart 2 provides some insights into the scale of EPLs
which would be needed to impact the actual average
performance of the dry bulk fleet, by comparing the
average design speed of the vessels (as recorded
by IHS Fairplay) with the actual average and upper
quartile sailing speeds recorded over 2020.

As the chart illustrates, most dry bulk carriers are
already trading well below their design speed, and
only a significant EPL in the order of a 30% reduction
would start to bite into the actual trading performance
of the fleet. In other words, our view of the impact of
the EEXI on the trading speed of the overall fleet is not
particularly significant. Similarly, the ramifications for
overall vessel supply are not extreme, with all but the
least efficient dry bulk carriers suffering only a marginal
loss in competitiveness at most.

Cll and SEEMP

This is not to say that these regulations as a whole are
without bite. We believe that by targeting a vessel’s
actual operational CO2 emissions, rather than its
theoretical, technical emissions, the CIl is likely to
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have significantly greater impact.

Essentially, the Cll is a measurement of how efficiently
a ship transports goods or passengers and is cited
in terms of grams of CO2 emitted per cargo-carrying
capacity and nautical mile. Taking effect from the start
of 2023, all cargo, RoPax and cruise ships above 5 k
GT will be assigned an ‘attained’ Cll based on their
annual performance.

The annual attained CII will be calculated using data
reported via the IMO’s Data Collection System (DCS).
This attained CIl will then be measured against a
benchmark level or 'required’ Cll. Ships will be given
an operational carbon intensity rating from A to E
according to how their attained CII compares to the
required Cll. A-C ratings indicate that a vessel has met
its Cll requirements. Ships that achieve a D rating for
three consecutive years or an E rating in a single year
will have to develop and have approved a corrective
action plan as part of their enhanced SEEMP.

Crucially, the CIl is a progressive measure, with
vessels’ required Cll adjusted downwards each year,
becoming increasingly stringent in line with the targeted
global improvements in CO2 emissions. Using 2019 as
the base year for the required Cll reference lines, the

reduction factors are set at 1% per year for 2020-2022
and 2% per year for 2023-2026. The reduction factors
for 2027-2030 will be decided as part of the review to
be concluded by 1st January 2026. It is widely believed
that the reduction factors which will be imposed from
2027 onwards are likely to be of a greater scale than
2%.

For different ship types, the calculation underlying the
attained and required Cll is based on different ways
of measuring the carbon footprint of the transport
work. The first is the Annual Efficiency Ratio (AER),
which uses the parameters of fuel consumption,
distance travelled and cargo-carrying capacity. This
is a measure of CO2 emissions per Dwt-Nm and is
used for shipping sectors where the cargo is weight-
critical. This includes all of the main ship types, such
as tankers, dry bulk carriers, containerships, gas
carriers and other commaodity cargo ships. The second
is capacity gross tonne distance (cgDist). This is a
measure of CO2 emissions per GT-Nm and is used
for volume-critical cargo, specifically cruise/passenger
ferries, PCTCs and Ro-Ro passenger ships.

At the end of June, MSI began publishing an indicative
AER for 2020 for over 21,000 ships currently in
service across the major shipping markets via our

Chart 2: Dry Bulk Carrier Design and Actual Sailing Speeds
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online HORIZON asset valuation platform. Our AER
calculation follows a simplified methodology to the
‘bottom-up’ estimates created forthe IMO’s Greenhouse
Gas Study. In summary, we have calculated an estimate
for individual vessels’ fuel consumption in 2020 from
three sources: the main engine, auxiliary engines and
boilers. Each of these corresponds to associated CO2
emissions. The total emissions are then divided by the
relevant measure of transport work for the ship type
under consideration, namely the multiple of the ship’s
cargo-carrying capacity and the distance it travelled in
2020.

Whilst the main determinants of fuel consumption
are taken into account in this approach, many lesser
factors, such as vessel draught and weather conditions
amongst others, are not. Bearing that in mind, for most
ships under typical operations, MSI's AER estimate
should provide an indicative position of the actual
reported value.

Using these indicative AER figures for 2020 in
conjunction with the technical guidelines on carbon
intensity reduction adopted at MEPC 76, it is possible
to assign a provisional attained Cll to individual vessels
based on their activity and performance in 2020. By
comparing these against their required CIl for 2023,

when the regulation comes into force, we can gauge
the readiness of the existing fleet under their current
operational parameters at both the individual vessel
and an aggregate level.

There are some notable caveats to our analysis. Firstis
theindicative nature ofthe AER figures we are publishing
as detailed above. Second, we are comparing attained
ClI figures from 2020 with required Cll benchmarks for
2023. Finally, it is important to remember that the CII
calculations will be further improved through correction
factors in a separate guideline that will be developed
next year. Nevertheless, for the time being, it is an
instructive exercise in helping us to better understand
the lay of the land.

The results of this provisional analysis for the existing
dry bulk carrier fleet are outlined in Chart 3. Overall,
it does not appear as if the regulations will be too
onerous for dry bulk carrier owners when they initially
come into force. Based on estimated 2020 AER figures
and provisional attained Cll based on the technical
guidelines on carbon intensity reduction adopted by
the IMO, 77% of the existing fleet attain a minimum
Cll rating of C or better; meaning that only 23% of
the dry bulk carriers currently in service would require
corrective action. Proportionally, the non-compliant

Chart 3: Estimated CIl Ranking of the Dry Bulk Fleet (2020 Attained CIl vs. 2023 Required CII)
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vessels are heavily weighted towards the larger size
ranges. Over 80% of all sub-Capesize dry bulk carriers
would be rated C or better, whereas only 50% of
Capesizes would be rated A to C.

These results support the criticism of some market
participants and environmental organisations that the
reduction targets are not ambitious enough. However,
it is important to bear in mind that these targets will
get progressively more stringent as the decade
progresses, impacting an ever-increasing percentage
of the ships currently in service.

If a vessel does need to take corrective action, there
are several options open to the ship owner. The Cll is
based directly on a ship’s fuel consumption, which is
influenced by its technical efficiency and the fuel used
in conjunction with operational parameters. Several
options for technical and operational improvements
are available.

As well as the earlier-mentioned limiting of engine
loads, these include retrofitting vessels with energy-
efficient technologies and switching to lower-carbon
fuels. Both these routes to compliance involve
additional CAPEX, with retrofitting an engine to burn
LNG often being prohibitively expensive, particularly
for older tonnage — although burning a percentage of
biofuel as a ‘drop in’ fuel could be a more viable option.
The most cost-effective means of compliance is likely
through the optimisation of operational parameters.
This will involve close cooperation between the ship
owner and charterer, with this becoming a particular
challenge when the vessel is on a timecharter. Indeed,
for some sectors such as container shipping — where
time charters are very much the norm — the application
of a tightened version of Cll requirements will likely
require a rethink of chartering arrangements.

The very real downside risk for owners is that ships
operating in the lowest Cll ratings of D or E, or those
that struggle to demonstrate improvement, could
well be subject to chartering penalties or reduced
employment levels, even if they are relatively young.
This is likely to create an ever-growing pool of vessels
that is at a commercial disadvantage.

While the implications for individual owners may be
onerous, there is some upside, particularly at a macro
level. The CII is likely to encourage the scrapping
of less efficient tonnage, stimulating newbuilding
demand. Similarly, if widespread slow steaming is
adopted by the industry, it will have a significant impact
on additional incremental vessel demand. Using MSI’s
proprietary models, we can calculate the impact if the
dry bulk fleet slowed down, on average, by one knot to
reduce its emissions and improve its Cll rating. For the
dry bulk carrier sector, this would imply a reduction of
available supply of around 52 Mn Dwt, which equates
to roughly 6% of the fleet.

AER and Other Environmental Initiatives

The Cll is not the only market measure that uses AER
as its carbon intensity metric. The Poseidon Principles
also employs the AER as a key part of its methodology
in its efforts to assess and disclose the climate
alignment of ship finance bank portfolios. While it
does so in a manner that is consistent with the policies
and ambitions of the IMO to reduce greenhouse gas
emissions for shipping, there are notable differences in
the decarbonisation trajectories it uses. The following
graph outlines the AER banding of ClI ratings in 2023
for dry bulk carriers and compares it with the latest 2023
decarbonisation trajectory for the Poseidon Principles
(Version 4.0 published June 2021).

The decarbonisation targets of the Poseidon Principles,
at least in the short-term, are considerably stricter
than those of the CIl. For most of the sub-Capesize
fleet, compliance with the Poseidon Principles’
decarbonisation trajectory in 2023 effectively equates
to the highest CIlI rating of A. It is only for dry bulk
carriers larger than 250 k Dwt that the requirements of
the Cll become comparable with those of the Poseidon
Principles.

The considerably more lenient requirements of the
Cll are made readily apparent by comparing the
estimated CII ranking of the existing dry bulk carrier
fleet in 2023, as detailed earlier in this article, with how
the same vessels compare to the Poseidon Principles
decarbonisation trajectory in 2023. As previously
stated, based on 2020 AER figures, 77% of the existing
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Chart 4: 2023 Compliance Trajectory Values of the Cll and Poseidon Principles (Version 4.0)
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dry bulk carrier fleet in terms of the number of vessels,
attain a minimum CII rating of C or better in 2023.
However, again based on 2020 AER figures, under
20% of the fleet would be compliant with the Poseidon
Principles’ decarbonisation trajectory.

Whilst proponents of stricter regulations are more
supportive of the Poseidon Principles’ trajectory, it is
not without its issues. The methodology for calculating
an individual ship’s required Cll is based on its specific
deadweight. However, the Poseidon Principles’
trajectory methodology involves cohort ranges over a
wide band of vessel sizes. The dry bulk carrier fleet
is segmented into six size bands, with a specific
trajectory value assigned to each. As a result, some
more efficient designs are penalised by the current
Poseidon Principles’ trajectory methodology.

For example, in the Handysize dry bulk carrier
segment, while new, fuel efficient designs of 38 k
Dwt dry bulk carriers typically have lower estimated
AER values than the older, less fuel-efficient 32 k
Dwt vessels, trajectory values are based on different
cohorts. A lower AER value for the larger 35-60 k Dwt

band means that some fuel-efficient 38 k Dwt vessels
fall foul of the trajectory. This is illustrated in Chart 5,
which compares the AER of individual dry bulk carriers
in the 30-39.9 k Dwt size range against the Poseidon
Principles’ trajectories for 2020 and 2023.

Ultimately, the regulations enacted to achieve the
IMO’s greenhouse gas reduction goals are going to
significantly impact shipping in ways far beyond the
reduction of emissions. Their impact will be felt across
the industry, from the finance and operation of individual
vessels to macro level supply/demand balances. At
present, it is difficult to fully grasp the multi-dimensional
implications of the initiatives currently underway.

Many of them, including both the Cll and the Poseidon
Principles, are very much work in progress and will
evolve over time. MSI’s inclusion of the vessel's AER
on our online valuation system is one way in which we
are supporting our clients to assess their environmental
obligations, whilst also supporting wider ESG efforts.
We will continue to monitor developments closely and
provide our clients with the most up-to-date guidance
on developments in green shipping and the move
towards a decarbonised future.
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Chart 5: Compliance of 30-40 k Dwt Dry Bulk with the Poseidon Principles Trajectory (Version 4.0)
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across the commercial shipping and offshore markets. To find out more about MSI’s
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