CLIMATE POLICY 2019

1. Background
IFU, the Danish state-owned Development Finance Institution (DFI), provides equity, loans and
guarantees on commercial terms to private sector investments in developing countries. IFU's
objective is to promote investments which support sustainable development in developing countries
in its three dimensions – economic, social and environmental – in a balanced and integrated manner
and contribute to the realisation of the UN Sustainable Development Goals (SDGs).
This Climate Policy is part of IFU’s sustainability policy framework that guides IFU’s efforts towards
supporting global sustainable development. IFU’s Sustainability Policy is the overall policy
document, whereas the underlying thematic policies clarify IFU’s commitment in relation to major
global sustainability issues. This Climate Policy further explains how IFU approaches climate issues
and implements responsible business conduct measures.

2. Objective of the Climate Policy
With this Climate Policy IFU aims at being at the forefront when it comes to mobilising climaterelevant private investments to support developing countries’ transformation to low-carbon and
climate-resilient pathways by leveraging substantial financing to mitigation and adaptation projects.
IFU will adopt an investment approach that is aligned with the objective of the Paris Agreement. The
agreement includes a call for the parties to limit temperature increase by mitigation, to increase
climate resilience and to reduce vulnerability by adaptation. IFU will contribute to the
transformational changes that the 1.5 °C pathway of the Paris Agreement entails over the coming
years, making its investment flows consistent with a pathway towards zero greenhouse gas (GHG)
emissions and climate-resilient development.
IFU aims to increase its share of climate-relevant projects, as defined by the multinational
development banks1, in its investment portfolio. Climate-relevant project are for instance renewable
energy, energy efficiency and climate adaptation/resilience projects. A list of climate-relevant
projects is attached (Annex II). By 2030, IFU aims to increase the climate-relevant part of its portfolio
to at least 40 per cent of the total investment volume.

3. The operationalisation of the Climate Policy
At due diligence, IFU will consider direct emissions from production at company facilities (GHG
protocol scope 1), indirect emissions from purchased electricity used for operation of machines,
lighting, heating and cooling (GHG protocol scope 2), and other emissions from the supply chain,
products, services and transportation in the full life cycle (GHG protocol scope 3), whenever this is
practically feasible. In its dialogue with project developers, IFU will promote low-carbon intensity and
climate-friendly technologies.
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IFU will assess the climate impacts of its investments, including the GHG emissions they cause, but
also make more systematic assessments of impacts of climate change on its investments. This is
done with a view to lowering possible short, medium and long-term risks to the investments, as well
as identifying climate change resilient technologies and adaptation measures to be put in place as
part of the investment.
IFU will promote renewable energy investments and investments in greener technologies.
From 2020, IFU will no longer make new investments in fossil fuel based power production to the
grid.
In a transition period until 2023, IFU can invest in transitional hybrid technologies for power
production to the grid, if strong development impact criteria are met. Aligned with the Paris
Agreement such criteria could be that the investment is in a low-income country, and it is in
accordance with the country’s national long-term energy plans (National Determined Contributions),
and that it meets an acute energy need or secures broader access to energy.
Transitional technologies could be natural gas in a hybrid combination with renewables, which
would then be established with due attention to avoiding longer-term lock-in of fossil fuels. Using
natural gas in combination with other technologies could be considered to allow for a more reliable
and smoother transition to greener technologies.
IFU will seek to identify commercial investment opportunities within climate adaptation. This will be
done by identifying the climate vulnerability context of an investment and include a statement of
intent to reduce vulnerability when feasible. IFU will establish a clear link between the investment
activities and adaptation objectives in accordance with international practice2.
In addition, IFU will seek to offset carbon-emitting investments by combining them with renewable
energy and carbon sequestering components such as forestry projects in order to be on a path to
carbon neutrality at project level.

4. Accounting and reporting on the Climate Policy
How exactly to align with the Paris Agreement is still being explored by Development Finance
Institutions, and as part of this effort, IFU will develop ways to improve the tracking of its performance.
In order to do so, IFU will assess the carbon footprint of its entire investment portfolio3 against
objectives of emission reduction as well as increased climate change resilience.
For practical purposes, IFU will assess absolute emissions at individual investment level for all
projects above DKK 25 million in the portfolio with an expected significant emission level above
10,000 tonnes CO2 equivalents per year during the lifetime of the project.
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Joint Multilateral Development Bank report on climate-related finance, June 2018
and the OECD DAC Rio Markers for climate handbook 2010
3 Investment portfolio means - unless specifically stated otherwise - the portfolio of investments above DKK
25m in contracted amount and expected emissions/avoided emissions above 10,000 tonnes CO2 per year
per project during the lifetime of the project in all funds managed by IFU.
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For these investments IFU will assess the GHG emissions of investments (before the investment is
initiated (ex-ante) and make a similar assessment when the investment is exited (ex-post). IFU will
report on energy use and the actual and avoided emissions on an annual basis through information
collected with IFU’s Annual Sustainability Report.
IFU will account and report publicly in line with the reporting procedures described in IFU's
Sustainability Policy and operational procedures. From 2020, IFU will report on the alignment of
IFU's portfolio of investments with the Paris Agreement pathway and the 2030 Agenda, including
reporting on climate mitigation and adaptation investment flows. In order to do so, and linked to the
GHG emissions, IFU will continue to track SDG indicators relevant to climate change.
Principles for estimating and reporting IFU's share of GHG absolute emissions and/or avoided
emissions will be established and contributions from individual investments reported in line with
international DFI practice.
When evaluating the impacts of investments on climate change and the SDGs, IFU will also assess
the transformational change potential of individual investments above DKK 25 million to identify
investments that create large-scale broad development impacts that are sustained over time, aligned
with the global goals and balancing climate considerations and sustainable development.
With the ambition to become a key Danish climate financing instrument and one of the leading DFIs
on the way to a global carbon neutral society, IFU will over the next two years develop its internal
tools and procedures further and align with international developments within climate financing.

5. Approval and revisions
The Climate Policy takes effect on 1 January 2020. The Policy will be reviewed by IFU’s Board of
Directors on an annual basis in accordance with IFU’s Rules of Procedure.
Approved by IFU’s board of directors on 31 October 2019.
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Annex I: Definitions
Greenhouse Gas Protocol emission scope 1-34:
Scope 1: Direct GHG emissions. Direct GHG emissions occur from sources that are owned or
controlled by the company, e.g. emissions from combustion in owned or controlled boilers, furnaces,
vehicles, etc. and emissions from chemical production in owned or controlled process equipment.
Scope 2: Electricity indirect GHG emissions. Scope 2 accounts for GHG emissions from the
generation of purchased electricity consumed by the company. Purchased electricity is defined as
electricity that is purchased or otherwise brought into the organizational boundary of the company.
Scope 2 emissions physically occur at the facility where electricity is generated.
Scope 3: Other indirect GHG emissions. Scope 3 is an optional reporting category that allows for
the treatment of all other indirect emissions. Scope 3 emissions are a consequence of the activities
of the company but occur from sources not owned or controlled by the company. Examples of scope
3 activities are extraction and production of purchased materials, transportation of purchased fuels,
and use of sold products and services.
Absolute emissions: The estimated emissions generated or sequestered as a result of an
investment.
Avoided emissions: The emissions avoided as a result of an investment when compared to a
baseline scenario.
Baseline scenario: A scenario without changing current emission practise (business as usual).
Carbon footprint: The total absolute GHG emissions generated or sequestered by an individual,
event, organisation or product, expressed as CO2 equivalent
Carbon intensity: The emission rate of a given pollutant relative to the intensity of a specific activity
or an industrial production process.
Carbon neutrality: Having a net zero carbon footprint, refers to achieving net GHG (absolute)
emissions by balancing generated emissions with emission sequestered (often through offsetting)
or simply eliminating GHG emissions altogether (the transition to a "post-carbon economy").
Carbon off-setting: Schemes that allow individuals or companies to invest in environmental projects
around the world in order to balance out their own carbon footprints
Transformational change: A fundamental, sustained change of a system that disrupts established
high-carbon practices and contributes to a zero carbon society in line with the Paris Agreement and
the UN Sustainable Development Goals. In the context of a financial institution, an investment with
a transformational change potential is seen as an investment contributing to systemic changes that
result in greenhouse gas reductions and broader sustainable development impacts, which are large
in scale and sustained over time. Examples of such projects are projects that pioneer power
purchase agreements for renewables, test the national legal framework, etc.
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As defined by the Greenhouse Protocol Corporate Accounting and Reporting Standard, 2015.
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Annex II
Climate-related projects as defined by the Joint Multilateral Development Bank report on climaterelated finance, June 2018.
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