How can banks support
SMEs in the journey to
net-zero?
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The role of SMEs in building
a more sustainable future

50% >50%

TOTAL UK TURNOVER NATIONS EMPLOYMENT

N

Small and medium-sized enterprises (SMEs) are
typically defined as businesses with fewer than
250 full-time employees. Based on this definition,
there are over 5.6 million SMEs in the UK.

SMEs are vital to the UK economy, contributing
50% of total UK turnover and providing more than
half of the nation’s employment.

Like larger businesses, SMEs also use a significant
amount of energy, fuel and materials to deliver
their products and services. In fact, SMEs contri-
bute around 30% of the UK’s total emissions.

Yet, public discourse often neglects to unders-
tand and address climate change from an SME
perspective, despite their considerable influence
on the economy.

Whilst it’s right to start by addressing the biggest
enterprises, we also need to involve SMEs in the
climate conversation. It's not simply tasking them
with reducing emissions, but supporting these
businesses to address the dual risks of a chan-
ging climate and being left behind in the broader
low-carbon economic transition. This is increa-
singly necessary as pressure mounts on SMEs to
take action.
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The pressure on SMEs to

take climate action

Push Factors on SMEs

C CONSUMER AND PUBLIC PRESSURE

C DEMAND FOR SCIENCE-BASED TARGETS

Consumer and public pressure

COP26 and the recent IPCC reports highlighted
how urgently we need to reduce emissions and
how our society and economies can success-
fully transition. Consequently, this has created
greater awareness in the general public and
increased pressure for climate action from all
sectors of society.

Demand for science-based targets

Since the IPCC’s 1.5 degrees report in 2018 and
subsequent COP events, we have seen the risks
of climate change becoming mainstream in
assessing businesses and their supply chains.
There is also increasing awareness of the mar-
ket-related benefits of shifting to a low-carbon
economy. This has raised scrutiny from inves-
tors, the government and the public on enter-
prises to have more robust science-based tar-
gets, climate actions and better reporting.
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BUSINESS RISKS

B2B PRESSURE

Business risks

Even since COP26, the risks of not taking cli-
mate action are multiplying. This is due to
energy cost exposures, the possible future car-
bon taxes, losing out onfinance and investment
that has carbon stipulations. And, failing to take
advantage of a new area of growth in the pro-
vision of low-carbon and sustainable products
and services.
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Gases that are released
during the industrial

— Direct emissions a company
makes as a direct result of its

STATIONARY COMBUSTION

This includes emissions from
boilers, engines, incinerators,

MOBILE COMBUSTION

Emissions from any company-
owned vehicle that burns fuel,
for example, delivery vans.

0% These are gases that are

B2B pressure

Larger corporations now have to measure and
address their Scope 3 emissions — greenhouse
gases emitted from upstream and downstream
activities (see diagram below). A large proportion

of these emissions come from their supply chain.

As SMEs are usually at the centre of corporate
supply chains, they are increasingly being asked
to provide data on their emissions and pressured
to take action to reduce them.
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equipment, e.g. a leaking air

PROCESS EMISSIONS

processes, i.e. factory fumes.

Indirect emissions a company

As a result, many SMEs are at risk of losing busi-
ness unless they can provide the requisite in-
formation and create climate action plans that
meet the standards expected of corporate buy-
ers and investors.

It might sound like there’s a lot of top-down pres-
sure, and there is in some cases. But it's equally
important to look at the other reasons why SMEs
do, and should, engage in measuring and redu-
cing their emissions.

Scope(i)

Indirect emissions that a company
is indirectly responsible for, up and
down its value chain.
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Pull Factors on SMEs

C BUSINESS OPPORTUNITIES

>\ /< MOTIVATED BUSINESS LEADERS >
@
CO-BENEFITS: REDUCE COSTS, IMRPOVED
EFFICENCY,ETC

Business opportunities

The demand for low-carbon products and ser-
vices is rapidly increasing. This represents a sig-
nificant opportunity for businesses, as low-car-
bon products and services become the norm, not
the alternative, in our net-zero societies. Com-
panies that act first and fast can access new
opportunities and gain a competitive advantage.

Co-benefits

Reducing carbon emissions also has other eco-
nomic or ‘co-benefits’ For example, when we im-
prove the insulation of buildings, we save money
on heating, and we create warmer and healthier
environments, making team members happier,
healthier and more productive. The same is true
for upgrading lighting, reducing onsite emissi-
ons from vehicles, and countless other areas of
action. They simply make good business sense.
Improving energy efficiency in the current times
of high and volatile energy prices is essential to
business continuity, not just carbon reduction.

Motivated business leaders

Many SMEs are motivated to take action
through committed individuals and leaders. The
majority of SMEs are small, with fewer than ten
employees. So, the influence of individuals can-
not be understated.
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The challenges

facing SMEs

Results from the SME Climate Hub’s survey:

Despite the mounting pressure, many SMEs are
struggling to take action due to the following
roadblocks:

Access to capital

Given the lean operations of SMEs, and current
economic challenges, access to capital is often
a barrier to many climate actions.

Results fromthe UN-backed SME Climate Hub's
survey of SMEs committed through the hub
showed that even amongst this cohort, the vast
majority (70%) needed external finance and
funding to reduce emissions. And most had not
been offered any financial incentive to reduce
their emissions.

n(0*

of small businesses calculate
emissions

(0] delay climate action due to
O alackoffunding

60*

of small businesses plan to
reduce their carbon impact

(0] delay climate action due to
O alackoftime

2/3

of small business owners worry
they don't have the skills/know-
ledge to tackle the climate crisis

0 of SMEs need access to external
0 funds to reduce their emissions
faster or at all

63%

delay climate action due to
a lack of skills and knowledge

of SMEs have been offered a
financial incentive to reduce
emissions

Source: smeclimatehub.org
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Lack of resources

Currently, a great deal of the efforts for re-
ducing carbon emissions in SMEs focuses on
scaling down enterprise-level requirements,
reporting and initiatives rather than working
from the ground up. These target and repor-
ting requirements are often complex and
require significant resources and literacy in
the subject. Even established enterprises and
carbon officers can find the work challenging
and time-consuming.

Whilst there have been efforts to simplify and
target resources, there is still a gap between
capacity, carbon literacy and the require-
ments to engage with initiatives.

How can we expect SMEs to set targets and
report progress if they don’t understand why
or how? Or if they don’t have the means to
implement their plans and achieve these tar-
gets?

Yet, scaling down existing initiatives and pro-
tocols won't address the needs of most of
this cohort. We need something else to help
bridge the gap. Something that is action-fo-
cused and helps businesses manage their
priorities. Something that saves the most car-
bon and reduces SMEs' exposure to risk whilst
maximising opportunities.
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How to bridge the gap

Carbon emissions come from a range of busi-
ness activities. When businesses generate

carbon footprints for these activities, they
can quickly prioritise actions according to the

most significant impact. Furthermore, these

actions can also be assessed for their viability

and feasibility for any given time or context.

For example, businesses use energy for heat,
lighting, IT equipment, specialist appliances,
machinery and transport. This has a signifi-
cant carbon footprint and an increasing cost
due to energy market volatility and other glo-
bal situations such as conflict and politics.

GAS BOILER ENERGY CONSUMPTION @

Your footprintin June is:

ENERGY 254KG

Therefore, improving energy efficiency or in-
vesting in low-carbon heating solutions, like
heat pumps, would be a good place to start.
As there are so many options to consider,
SMEs need carbon footprints that are easy to
generate that simply illustrate where priorities
for action should be.

Once SMEs know what action to take, they
need advice and funding to help them imple-
ment the changes. This is where financial in-
stitutions come in...

Your footprint in July is:

945 kg carbon
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The role of banks in
supporting SMEs

Financial institutions play a crucial role in shif-
ting to low-carbon economies and enabling
pathways to decarbonisation. That role is only
going to get more important.

Improving access to finance

Banks have the power to assist SMEs through
several means. The most obvious of these is
through lending and investment consistent
with credible emissions reduction, broa-
der sustainability objectives and the various
green investment taxonomies.

Access to finance for SMEs is critical, whether
to extend a new low-carbon product or ser-
vice provision in a high-growth market or to
reduce energy consumption. Both have busi-
ness cases and clear returns on investment
as long as the correct options are considered
and the fundamentals are in place.

There are many more reasons why banks be-
nefit from supporting SMEs:

ESG requirements

Banks are increasingly subject to various vo-
luntary, regulatory and sector-specific envi-
ronmental and social governance (ESG) target
and disclosure requirements. Many have been
participating in disclosures through platforms
such as CDP for several years and have set
science-based targets.

Across the UK and Europe, there is a high le-
vel of scrutiny, not just on operations but on
the impact of lending and investments upon a
wide range of sustainability indicators, espe-
cially climate mitigation.
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Regulations

Recentyears have also seenthe emergence of
several standards for climate-related finance
disclosure (e.g. ISSB, the EU’s SFRD, UK’s CFD
and TCFD). This is increasing the urgency and
stringency of the financial sector to pivot to-
wards being an enabler of climate action and
emissions reduction.

Central to this are the requirements for finan-
cial organisations to assess and manage their
climate-related risks and opportunities in
the context of their climate targets, and their
portfolio of investments.

Business opportunities

Lending to SMEs is a significant exposure for
banks but also a substantial opportunity for
green finance, and it enables higher levels of
emissions reduction. There is a real need for
banks and SMEs to avoid stranded assets and
lock-in with the rapid decarbonisation that
economies will undergo.

Green lending also provides stimulus for the
demand for goods and services in the low-
carbon and renewable energy sectors of the
economy, which can benefit banks as this is
likely to positively affect part of the SME cus-
tomer base that provides these services.

In more general risk terms, reducing energy
costs and exposure to other carbon and cli-
mate financial risks will both enhance the
standing of the SMEs in question and reduce
the likelihood of their default. Therefore, sup-
porting efforts to become more efficient and
low-carbon increases the viability of the bus-
inesses themselves, especially given the vola-
tile energy situation and the likelihood of rising
costs on carbon and regulatory requirements.
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How Cogo can help

Q

1.

Gather carbon emissions data from  Develop model to match emissions
the best EEIO models and expert

partners per market

We believe the solution starts with improving
people’s understanding of where emissions lie
in an organisation’s operations and highlighting
opportunities to reduce carbon.

So we help SMEs analyse, measure, reduce and
track their carbon footprint. We use market-spe-
cific spend-based emissions data from econo-
mic input-output models to provide businesses
with an overview of where they are, where they
need to go and how they can make the biggest
difference.

Whilst we focus on taking action, it’'s important
that SMEs are aligned to future target setting,
reporting and compliance needs. This helps
SMEs progress in a way that makes them future
proof, without complexity compromising their
initial steps.

Our approach uses behavioural science and
learnings to structure the user experience and
ensure SMEs are engaged in taking action. We
make sure that the route from footprint to ac-
tion to implementation is broken down into
bite-sized chunks that are easy to follow.

A E—r

b4

COze $$$

[ &5 5%

COz¢ $$$
N ¢

COze ) $$$

2. 3.

factors to spend categories
factor

Map banking transactions to
categories and apply emissions

We also tailor to the needs of different sectors
and sizes of businesses to keep the content
and application relevant. Because no two bus-
inesses are the same.

Furthermore, our experience of working with
providers, whether for individuals or SMEs, has
provided us with the ability to create and identify
opportunities for action. We can then link SMEs
to finance offers (e.g. Green loans), and signpost
to grants, further information and support.

We believe that support for SMEs should be
easily accessible. Too often information is either
too hard to find or overwhelming. So, we en-
sure information is presented simply and at the
point where the user needs it.
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Are you ready to
take action?

If you want to support SMEs
in the journey to net-zero,
get in touch:

COO Cogo.co/contaot—us>
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https://www.cogo.co/contact-us

