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Summary

In this ABB report titled "Impacts and Consequences of Climate Change" a comprehensive analysis is conducted
on the primary reason of climate change and its effects at both global and country levels. The report examines
climate risks, changes in climate patterns, air pollution, the economic and financial impacts of climate change,
transition in the energy sector.

One of the key highlights is the increased drought risk and the reduction in fresh water resources within
Azerbaijan, directly linked to climate change. Since 1990, a notable decline in air pollution emissions has been
observed. By 2023, over 60% of pollutants from stationary sources were treated before being released into the
atmosphere.

The presentation also covers the economic impacts of climate change on the global economy, including
economic losses, climate finance flows to developing countries, the development of the GSSS bond market and
transition in the energy sector. It examines the role of the oil and gas sector in Azerbaijan’s economy, the
transition to green energy and state budget allocations for environmental protection. Special emphasis is
placed on increasing the share of the non-oil and gas sector in country’s GDP and raising non-oil and gas
revenues in the state budget as part of the country’s transition to a sustainable economy. Key steps and targets
related to the energy sector transition further support this strategy.

The report also provides information on the impacts of climate change on the banking sector, as well as ABB's
activities in sustainability and ESG (Environmental, Social and Governance) fields.
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Definition of Key Terms

Climate change - encompasses global warming caused by human-caused greenhouse gas emissions and large-scale changes in weather patterns as a result
of warming.

Greenhouse Gas Emissions (GHG) - gases such as carbon dioxide (CO,), methane (CH,) and nitrous oxide (N,O) that are released into the atmosphere. These
gases contribute to climate change by increasing the Earth's temperature.

A hydrological year - a time frame used in hydrology to assess and analyze the water cycle.
Pollutants - substances released into the atmosphere that have harmful effects on human health and the environment.
Stationary sources — facilities that emit pollutants or greenhouse gases into the atmosphere.

Business as usual (BAU) — A scenario in which current economic policies and practices will continue and new climate measures or policies will not be
adopted.

1.5°C Scenario — A scenario in which new climate measures or policies are expected to be adopted with the aim of limiting global warming to 1.5°C as set
forth in the Paris Climate Agreement.

Mitigation — measures taken to reduce the adverse impacts of climate change. For instance: transition to renewable energy sources, using environmentally
friendly transportation and so on.

Adaptation — measures taken to respond to and cope with the adverse impacts of climate change. For instance: strengthening infrastructure, implementing
smart agriculture concepts and so on.

GSSS bonds:

Green bonds — financial instrument designed to raise funds for the projects that have positive environmental impacts.

Social bonds — financial instrument designed to raise funds specifically for the projects that aim to deliver positive social outcomes.

Sustainability bonds — financial instrument designed to finance both environmental and social projects that contribute to sustainable development.

Sustainability-linked bonds — financial instrument designed to finance projects while tying the bond's financial characteristics to the issuer's sustainability
performance.
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Climate change is the most significant challenge facing humanity. g&'}A_“BB

According to data from the World Meteorological Organization (WMO), 2023 has
been recorded as the warmest year, with the global average temperature reaching
1.45 °C above pre-industrial average. Since the 19th century, the 1.1 °C increase in
average temperature has been regarded as a critical warning signal of accelerating
global warming.

According to data from the World Meteorological Organization (WMO), the global
reference glaciers recorded an annual mass balance of — 1.2 meters of water
equivalent during the 2022-2023 hydrological year. This marks the largest ice loss on
record since 1950, driven by severe negative mass balance in both western North

7
' America and Europe.

As reported by the National Oceanic and Atmospheric Administration (NOAA),
global mean sea level in 2023 was 10.1 centimeters above 1993 levels. This
represents the highest annual average recorded since satellite measurements
commenced in 1993.

0
C %

According to the Assessment Report 2023 of the Intergovernmental Panel on Climate Change (IPCC), there is a high likelihood that global warming will exceed 1.5°C by 2030 and it is
virtually certain that limiting warming to below 2°C beyond that point will be unattainable.



As one of the major global issues arising from climate change, drought causes serious harm to the economy and
well-being by negatively impacting water resources, agriculture, energy production and industry.

According to the World Population Review, countries with the highest drought risk index are African countries that are more vulnerable
to the socio-economic effects of drought and agricultural losses.

Top 10 Countries with the Highest Drought Risk Index
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Greenhouse gas emissions (GHGs) are the primary driver of climate change. According to the European é }ABB
®  Commission's most recent update to the Emissions Database for Global Atmospheric Research, China, =
the United States and India collectively accounted for 49% of global GHG emissions in 2023.

Trends in global GHG emissions over time Distribution of global GHG emissions in 2023
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Impacts of climate change cause extreme weather events in Azerbaijan.

Azariayean Beynaixalq Banki
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According to the International Monetary Fund's (IMF) 2023 Article IV Consultation Report for Azerbaijan, extreme climate events resulting from rising temperatures have been
identified as one of the significant risks in the country's risk matrix, with a moderate probability of occurrence.

Over the past 100 years, the average annual temperatures in the country have increased by 0.4 to 1.3 °C.

According to the Fourth National Communication Report of Azerbaijan to United Nations Framework Convention on Climate Change, it is forecasted that during 2020-2040,
country will experience an average annual temperature rise of 0.5-2.5°C, while precipitation is expected to decrease by 10 to 20%.
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According to research by the World Resources Institute, Azerbaijan is ranked 18th among countries at high risk ("'§ ABB
of severe drought by 2040. )

Based on the drought risk assessment, 10% of the country's territory is classified as

e i L . .
et evE D T e e e The desertification risk level is high in 6% of the country's territory.

Percentage distribution of drought risk Percentage distribution of desertification risk
across the country's territory across the country's territory

In 2023, severe dry regions were
predominantly noted in Ganja-
Dashkasan, Karabakh, Mountainous
Shirvan, Gazakh-Tovuz and Shirvan-
Salyan economic regions.

A high risk index of desertification
are primarily observed in the
Absheron Peninsula, the Kura-Aras
Lowland and the Nakhchivan
Autonomous Republic.
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The increase in temperature and intense rainfall has contributed to a significant rise Over the past 10 years, 2021 recorded the highest incidence of strong winds, with

in the frequency of flooding in the country's rivers. a total of 79 occurrences.
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In the last 23 years, renewable fresh water resources has decreased by 24%.

Despite the ongoing variability in precipitation, the annual increase in temperature
causes over 80% of rainfall to evaporate, which subsequently reduces fresh water

resources.

2023 compared to 2022

25% 30%

60

50
-3%
40

30

billion m3
billion m3

20

10

0

P > &>
FHFS LS
e

Amount of precipitation  ® Actual evaporation M Internal flow

Source: Statistical Committee

The increase in the average annual temperature between 2017 and 2024 has led to

a substantial reduction in the glacier coverage in the Greater and Lesser Caucasus
within the Azerbaijani borders.
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Approximately 70-75% of water resources in Azerbaijan are provided by sources
formed outside the country's borders. In 2023, there was a 42% decrease in the
volume of transboundary surface water relative to 2000.

2023 compared to 2022
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In the last five years, the level of the Caspian Sea has decreased by 1.5 meters.

The level of the Caspian Sea has decreased by 2 meters between 1994 and 2024.
The main factors affecting the change in the level of the Caspian Sea include climate
change, a decrease in precipitation, warming, the reduction of water inflow into the
sea due to evaporation and use of water from the Caspian Sea for economic and
domestic purposes.

Based on the UN report “EU for Climate, Azerbaijan” water resources in Azerbaijan,
including transboundary waters are projected to decline by 5-10% by 2040 and by 10-
15% by 2070 under an optimistic scenario. Under a pessimistic scenario, water
resources may decline up to 10-15% by 2040 and 15-25% by 2070.

12
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In 2023, fresh water abstraction from natural resources decreased by 8.2% compared to the previous year. o))

In recent years (excluding 2023), an increase has been observed in the share of total water consumption, while the share of water losses during transportation has shown

a declining trend.
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- /\/ - N 12 sectors account for 90% of total fresh Water losses consumption
¢ 10 5 water abstraction from natural
c 8
o]
4 e e e e e e m — e — " " - _ _
2 |~ = 3 2023 compared to 2022
0 Fresh water abstraction from Year2013  36%  64% = Year2013
-8.2%

v Qq?) natural resources

O M
O
R Ay Ay Y @yt ay R S A A ) A g ol Al A o
Fresh water abstraction from natural resources transportation

== = \Nater losses during transportation

Fresh water consumption -8.2%

Fresh water consumption

The agriculture, hunting and forestry sectors constitute the largest portion of fresh water . .
consumption Total water consumption per unit of GDP

Year 2003 Year 2013 Year 2023 200 2023 compared to 2000
177 -76.79
180 76.7%
160
» 140
©
§ 120
3 100
7=
~ 80
€ 60
7.1 7.7 8.9 40
billion m3? billion m3 billion m3? 20
0
Agriculture, hunting and forestry M Households 8233388533388 29938s853389273
(@) (& (@ (o (@ (@ (& (e (o (@ (@)oo © o - eile o o o O © @ (=)
I ndustry Bl Other economic activities N & N N N AdAd Q"800 Q S

Source: Statistical Committee

Based on the Second National Communication to UNFCCC, surface water resources in Azerbaijan are predicted to decline by 23% by 2050 as a result of climate change. 13
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Azerbaijan accounts for 0.1% of the global GHG emissions.

A significant portion of the country’s GHG emissions is released by the energy sector.
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GHG emissions by peer countries
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As part of its contribution to global climate change initiatives outlined in the Paris Agreement adopted at the 21st Conference of the Parties (COP 21) in 2015, Azerbaijan has committed to reducing
GHG emissions by 35% by 2030 compared to the base year of 1990.

At the COP 26 Conference held in Glasgow in 2021, Azerbaijan committed to a new obligation to reduce GHG by 40% by 2050 and to establish a 'net zero emissions' zone in the liberated areas.
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In 2023, 67% of pollutants released from stationary sources were treated before being emitted into the atmosphere.

Percentage of treated pollutants from stationary sources to total pollutants from stationary sources
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The industrial sector contributes 92% of the pollutants emitted into the
atmosphere from stationary sources across all economic sectors.
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Between 1990 and 2023, the average annual reduction in the amount of pollutants emitted per vehicle was 4.1%. ( ﬂBB

In 2023, road transport accounted for 85% of the pollutants released into the . .
. . . . . Change in the number of vehicles
atmosphere, primarily due to the increase in the number of vehicles.
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trillion US dollars

Increasing climate investments to 266 trillion USD by 2050 could reduce social and economic losses by {’;?ABB

erpe )Y S
1 266 trillion USD by 2100. 4
The total economic losses during 2010-2019 were 48% higher than in the According to the latest data from the World Meteorological Organization, climate-related
previous decade. events resulted in 11 778 disasters, over 2 million deaths and economic losses of
(billion US dollars) 4.3 trillion USD between 1970 and 2021.

2010-2019 Reported disasters Reported deaths Reported economic losses

5% 3% 3%
2000-2009 ‘ ‘W ‘
1990-1999

60%
1980-1989
1970-1979
= Developed economies m Developing economies m Economies in transition

Economic losses in BAU and 1.5°C scenario

500 266
0 s,

-500

1000 & The Climate Policy Initiative’s report "Global Landscape of Climate Finance 2023"
) * suggests that if climate investments reach 266 trillion USD by 2050, climate-related
-1500 -1062 losses could be reduced to 1 062 trillion USD by 2100, which would be 1 266 trillion

USD lower than the projected losses under a business-as-usual scenario.
-2000
N
-2500 2328
1.5°C scenario (2025-2050) 1.5°C scenario (2025-2100) BAU scenario (2025-2100)
3 Climate investments ™™ Economic losses mm Avoided losses under a 1.5°C scenario
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Released on May 2024: The OECD's seventh progress assessment toward the UNFCCC goal reveals that, in 2022, {r'} ABB
developed countries provided and mobilized a total of 115.9 billion USD in climate finance for developing countries, )
surpassing for the first time the Paris Agreement's annual target of 100 billion USD.

Climate finance flows to developing countries have primarily been provided by multilateral organizations.
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According to Standard & Poor's latest report, the GSSS (green, social, sustainability, sustainability-related) bond &f "{ ABB
market is projected to grow by 1% in 2024 compared to 2023, reaching 14% of the global bond market. )

. . In 2024, green bonds are projected to continue
(v)
In 2023, the GSSS bond market experienced a 6% growth compared to the previous year. comprising over 50% of the GSSS bond market.
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Since the post-COVID recovery period, the GSSS bond market

has experienced a 16% decline in the share of supranational

organizations, despite a rising share held by high-income and
upper-middle-income countries.

In 2023, Europe led the GSSS bond market as the largest issuer, commanding 45% of the global market share, whereas

the Middle East and Africa region represented the smallest share, contributing only 2%.

2023 BERPZE 45% Despite a 6% depreciation of the US dollar against the euro and a decline in the
issuance of social and sustainability bonds, Europe has maintained its dominant
2022 YA 44% position in the global GSSS bond market, even as overall bond issuance volumes

decreased in the second half of 2023.

2021 R 45%
The decline in the GSSS bond market in North America is related to several
2020 SEONBLZS 41% factors, including high interest rates, political changes in the United States and
uncertainties regarding the use of sustainability bonds for carbon-intensive

2019 21% 45% sectors.

0% 20% 40% 60% 80% 100% . . .
Compared to 2022, the size of the GSSS bond market in the Middle East
) ) ) ) ) i doubled in 2023, reaching 23 billion USD. UAE and Saudi Arabia are the
W Middle East/Africa M Latin America M Asia/Pacific . . . .
dominant issuers in the region.
B Europe = North America Supranational M Supranational M Lower-middle income M Upper-middle income ® High income
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Fossil fuels account for over 75% of global greenhouse gas (GHG) emissions and approximately 90% of total carbon dioxide &f "{ ABB
emissions, making them the primary driver of global climate change. In 2023, for every 1 USD invested in fossil fuels, 1.7 USD UJ)
was allocated to clean energy investments — a significant improvement compared to five years ago when the ratio was 1:1.

Azarsaysan Beyraxala

Top 10 Countries Leading in Clean Energy Investments in 2023

Source: Bloomberg

675.9 (billion US dollars)

Germany Great Britain France Brasil Spain Japan India Italy

Since 2016, global investments in clean energy have consistently outpaced the investments in fossil fuels.
In 2024, global energy investments are projected to exceed 3 trillion USD for the first time, with 2 trillion USD allocated to
clean energy technologies.

Renewable energy technologies are projected to

contribute 46% of global electricity generation
by 2030.

The share of clean energy
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In 2023, 2.4% of the state budget was allocated to climate change mitigation and adaptation measures. S }ABB

UJ Azaruaysan Beyn
In 2023, a total of 361.7 million manat was allocated to environmental In 2024, the state budget allocation for environmental protection is 5.1% higher compared
protection, including 3.1 million manat of state capital investments, marking to 2023.
a 24.7% increase compared to 2022. . . .
. P State budget allocation for environmental protection
(million manats) B 4
The functional classification of the state budget allocation for s =TT
environmental protection, excluding state capital investments ~ / [EEEleZH® =" 77
-l 417.7 426.4 436.3 a9y
3
g
=)
3
3
S
2022 2023 2024 2025 2026 2027 2028

In 2023, the state budget allocation for adaptation and mitigation measures was
869.9 million manats.

M Land cleaning, wastewater collection and treatment

Soil and land management 856.9

843% —————=== > 1R
W Forestry ' % million manats
Hydrometeorology

1 Biodiversity conservation

o ) Budget allocation for the Budget allocation for
H Fisheries and hunting . . .
agrlculture sector environmental protectlon
B Other environmental protection related expenses A —
P 2 947.6 million manats 358.6 million manats

Source: Ministry of Finance

According to the World Bank's Country Climate and Development Report, the projected costs for Azerbaijan by 2060 are 44.1 billion USD in total, with 24.7 billion USD allocated for decarbonization and
19.4 billion USD for resilience, respectively. These costs represent approximately 3.2% of the country's GDP.



In 2023, the oil and gas sector accounted for 37% of GDP and 51.5% of state budget revenues. &.: }ABB
The country's current policy is to reduce the share of oil-gas sector in economy. v
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Despite the predominance of traditional energy sources, the share of renewable energy within the country’s {rﬁABB
energy mix is on an upward trajectory. =7

In recent years, the country has experienced a decline in oil production alongside an increase in natural gas production.

- Crude oil production Natural gas production
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Since 2020, renewable energy and natural gas have
constituted a growing share of total energy production,
while the contribution of crude oil has diminished.

In 2023, the share of fossil fuels in the energy supply increased by 1.2% compared to the previous year, while

renewable energy saw a more substantial rise of 6.3%.
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In alignment with its commitments under international climate agreements, Azerbaijan has set a strategic goal of achieving a 30% share of renewable energy in the
country's overall energy balance by 2030.

The largest renewable energy plants The country's technical potential for renewable energy sources

YT s It is the largest hydroelectric power plant in the South
Mingachevir" Hydro Power Plant
& y 424 MW Caucasus, put into operation at full capacity in 1954. 135 GW 157 GW

Onshore Offshore
The pilot project with a capacity of 240 MW will be
"Khizi-Absh " Wind | / implemented by "ACWA Power" at an estimated total
Khizi-Absheron™ Wind Power Plant 240 MW cost of 300 million USD, fully funded through foreign Th ) X il £ bl
] investment. According to preliminary estimates, the € co.untry S ecorfomlc pOte_nt'a c.)r renewable energy
It will reduce 400 000 tons of wind power station will supply electricity to 300 000 sources is 27 GW, with 85% of it coming from solar energy.
CO2 emissions e
: \ 7 U
Y o L Q_
R A ‘ \
The pilot project with a capacity of 230 MW was built =1 )
“Garadagh" Solar Power Plant Q) MW in collaboration with "Masdar" at a total cost of - e

262 million usDb, fully funded through foreign' Solar energy Wind energy ~ Mountainrivers  Bio energy
\ : investment. It is the largest solar power plant in the
It will reduce 200 000 tons of

Caspian region and the CIS area. 23 000 MW 3 000 MW 520 MW 380 MW
CO2 emissions.

Source: Ministry of Energy
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The capacity of electricity generation from renewable energy sources accounts for 20.30% of the total capacity of the & "{ABB
country's power plants. 1Y) e

In 2023, renewable energy production experienced a 6.6%

In 2023, renewable energy accounted for 1.4% of total energy supply.

growth compared to the previous year.
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. . . Hydropower accounts for 15.6% of the total capacity of
The majority of energy generated from renewable sources in the country comes from hydropower stations. yarop . pactty

electricity generation stations.
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Policy Framework for Economic Transition
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“State Program on the Use of Alternative and Renewable Energy Sources”

“The State Program on Socio-Economic Development of the Republic of Azerbaijan for 2022-2026"

Azerbaijan 2030: National Priorities for Socio-Economic Development — Priority 5. “Clean Environment and Green Growth”

National Strategy on “Efficient Use of Water Resources”, approved on October 10, 2024

According to Order No. 2620, dated 3 May 2021, by the President of the Republic of Azerbaijan, the establishment of a “green energy” zone
in the liberated territories of Azerbaijan

“The State Program on the Great Return to the Liberated Territories of the Republic of Azerbaijan" — enhancing the ecological environment and
the implementation of environmentally friendly technologies in the liberated territories

"The State Program on Socio-Economic Development of the Nakhchivan Autonomous Republic for 2023-2027" — National Priority of
“Strengthening Environmental Protection”
The establishment of a “green energy” zone in the Nakhchivan Autonomous Republic

Since 2019, tax and customs exemptions have been implemented for electric vehicles to encourage the use of environmentally friendly
transportation options.

By the decree of President Ilham Aliyev, 2024 has been declared the “Green World Solidarity Year” in Azerbaijan.

Azerbaijan will host COP29 under the United Nations Framework Convention on Climate Change (UNFCCC) this year,
focusing on advancing global efforts to combat climate change and implement effective actions for a sustainable future.
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Climate Change and Banking Sector

In 2022, 55.4% of total loans in Azerbaijan were exposed to climate risks. The largest share of exposures was in the real estate sector, representing 23% of the total loan portfolio,
followed by energy-intensive sectors at 13% and the agricultural sector at 7%.

In the context of combating climate change, the Central Bank has developed the following documents to ensure the sustainable development of the banking sector:

.‘4 AZBABAYCAN RESPURL IKASINN
&5 MorKozl BANKI

DAYANIQLI
DAYANIQLI MALiYY3

Mot 9 PRINSIPLORI

HESABATI Banklarda ekoloji risklerin

idara edilmasi lizra

2022 TOLIMAT

2023-cii # iizre

Sustainable Finance Roadmap Sustainable Finance Sustainable Finance Guidelines for Managing
Principles Report Environmental Risks in Banks

Documents developed by the International Bank of Azerbaijan in the field of Sustainable Development:

Dayaniqli Maliyys

uzra Corgive Senadi

Annual Sustainability report Annual Sustainability report Sustainable Finance Framework
2022 2023 (will be shared with the public) 29



Current ESG and sustainability related activities by ABB s
Ecologically friendly Digital banking Employee engagement & Corporate social responsibility
offerings products inclusiveness

IHeydor afivey

® *
»” THE LEADERS

OF THE FUTURE

Tam Eco Card Tam Digi Card

P
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Horlzon

sul, Gftqund

Increase in the number of Digi Deposit Horizon project Support to education &
hybrid and electric vehicles talents

within the bank’s vehicle fleet

éz/
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,,,,,,,,,,,,, |
i weom

Non-paper payment systems for Digi Current account
corporates

Under the leadership of the International Bank of Azerbaijan within the ESG expert group of the Azerbaijan Banks Association (ABA), the bank has contributed to the

implementation of a series of educational initiatives on Sustainable Finance and ESG.
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Disclaimer &r’%ABB

This document is the property of and has been prepared by OJSC "IBA" (hereinafter referred to as "IBA") as part of its internal research coverage, solely for general informational purposes
and independently of the respective companies mentioned herein. This document shall not constitute or form part of, and should not be construed as, an invitation to invest or investment
advice, legal advice, or any other type of professional advice. Nothing contained herein shall form the basis of any contract or commitment whatsoever or shall be considered as arecommen-
dation to take any actions regarding the information provided.

This document is subject to verification, completion, and change without notice, and IBA is not under any obligation to update or keep current the information contained herein. Opinions,
forecasts, and estimates provided herein are based on information obtained from third-party sources believed to be reliable and in good faith and may change without notice. Third-party
publications, studies, and surveys state that their data has been obtained from reliable sources, but accuracy or completeness is not guaranteed. Accordingly, undue reliance should not be
placed on any such data contained in this document.

While every effort has been made to ensure the accuracy of the information contained herein, no representation or warranty, expressed or implied, is made by IBA, or any of its respective di-
rectors, employees, affiliates, advisers, or agents about the completeness, accuracy, reliability, suitability, or availability with respect to the content of this document. Any reliance you place
on such information is therefore strictly at your own risk. We disclaim any liability for any loss or damage, including without limitation, indirect or consequential loss or damage, or any loss or
damage whatsoever arising from the loss of data or profits arising out of, or in connection with, the use of this document.

This document may contain forward-looking statements, which are based on certain assumptions and expectations of future events. Actual results, performance, or achievements could differ
materially from those expressed or implied in such forward-looking statements. We do not undertake any obligation to publicly update or revise any forward-looking statements to reflect
events or circumstances that may arise after the date of this document. The inclusion of any links or references to third-party websites does not necessarily imply a recommendation or en-
dorse the views expressed within them.

Before making any investment decisions or taking any actions based upon the information provided, we strongly encourage you to consult with a qualified professional advisor. IBA may or
seek to do business with companies covered in its research. As a result, you should be aware of a potential conflict of interest that may affect the objectivity of the information contained in
this document.

Unauthorized copying, distribution, publication, or retransmission of all or any part of this document by any medium or in any form for any purpose is strictly prohibited.
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