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}I Objective

To outline a structured approach for identifying, analyzing, and managing
Environmental, Social, and Governance (ESG) risks. It focuses on equipping
financial institutions with strategies to address these risks effectively,
ensuring regulatory compliance, and sustainable operations.

» Understanding and mitigating ESG risks in the financial sector
» Integrating climate risks into existing risk management practices

» Managing Risks: Climate Stress Testing Methods, data requirements, and
lessons from leading financial institutions

» Strategies and tools for assessing the resilience of financial institutions



I Sustainability



} ! Sustainability is More then Climate

» Corporate sustainability: a business approach integrating environmental,
social, and economic considerations into entity's strategy and operations to
create long-term value for all stakeholders, including employees,
customers, shareholders, and the broader community

» Resilience

» Consider Social:
» Efforts of companies to uplift communities
» Rationale for corporate social involvement

But climate (change) is the poster child because of impact



} ! Sustainability Risks

The less the world
does about
Sustainability
generally and Climate
specifically

L3

The greater the world
(and companies) are
exposed to the risks

created by
sustainability and
climate related issues

1 3

The greater the value
of insights into
sustainability and
climate related risks
and opportunities to
value decisions



} Sustainability Landscape
‘ A reminder

Sustainability Requirements Reporting
The ‘doing’ The ‘rules’ The ‘communication’

Corporate Social investment

Trade and funder/donor
requirements

GRI, TFCD and similar
frameworks

Programs to improve
sustainability (voluntary)

Central Bank requirements
and mandatory guidelines

Stock exchange ESG and
Corporate Governance

Risk and opportunity
management

Stock exchange corporate
governance requirements

Public prudential reporting

Green finance and donor
initiatives

Green Taxonomy
requirements

Eg. IFRS, CSRD etc (annual
report)

General requirements
and processes

Specific requirements or
projects in country

Annual Reporting on
Sustainability Risks
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} ! Materiality
Environmental and Social (Impact)

Financial Materiality Materiality

Understanding of financial risks and Understanding of impact of entity’s

opportunities of entity activities
&0 Environment &0 Entity
. Impact on entity _ Impact on
Entity Environment Entity environment Environment

Audience: Audience:

Existing and potential investors, Some investors, consumers,
lenders and other creditors government, employees and society

Source: Deloitte: The Challenge of Double Materiality



} Obscuring
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Sustainability-related Risks (and

I Opportunities)



} ! Sustainability-related risks (and opportunities)

» Disclosure of information about SrR&0Os to meet

Sustainability-related
investor information needs

risk and opportunity

0 Information
Governance

m Reasonably be expected to affect

Strategy company’s prospects

Risk

u Access to
Finance

E Over the short, medium or long term

% Cost of
capital

Metrics and targets

11



} ! Connectivity

Connectivity

Sustainability-related

Sustainability-related

Sustainability-related

risk and opportunity

2 Governance

3

1&; > Strategy

Q

C .

Y Risk

z

2 b Metrics and ta rgets

1

risk and opportunity

> Governance
> Strategy
I Risk

N

Metrics and targets

[

risk and opportunity

> Governance
> Strategy
Risk

[

Metrics and targets

[}

Connectivity (and trade offs) between different SrR&Os
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Interoperability

F

Financial materiality Impact materiality

4 N\ )
Use IFRS, ESRS, SASB
and ESG guidance to Use <IR>, GRI, ESG,
develop candidate ESRS and other
topics and SrR&Os. guidance to apply
Filter applying financial impact materiality
materiality
. y, \_ J
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} ! Alighment

ESRS:
Additional
ISSB Standards: requirements for
Additional impacts and

requirements
(eg financed
emissions)

information that is not
reasonably expected to
affect investor
decisions

High-degree of alignment for disclosures to

provide decision-useful information for investors
Sources: ESRS—ISSB Standards Interoperability Guidance 14



ldentifying sustainability-
related risks and opportunities




Consider:

Scan for all SrR&Os your entity
could reasonably be expected
to be exposed to

« All mandatory sources of guidance

* Previously identified risks

* Prudential regulator identified topics

» May also consider non-mandatory sources

|dentify those highly unlikely to
affect your entity’s prospects

Determine

* Topics not relevant your entity because of your business
model or jurisdiction
* Topics for which no information is available

Apply materiality to identify
SrR&0Os reasonably expected
to affect your entity’s prospects

For each remaining SrR&O0O,

* Whether you reasonably expect SrR&O to materially
affect your prospects (cash flows, access to finance, or
cost of capital) over short, medium or long term

16




} ! Using SASB Standards to identify sustainability risks

» Navigate to: https://navigator.sasb.ifrs.org

Search by company name or ticker

Search

Search by industry

1. Select Sector

17



https://navigator.sasb.ifrs.org/

Using SASB Standards to identfity sustainability risks

» Navigate to: https://navigator.sasb.ifrs.org

Search by company name or ticker

Search

Search by industry

1. Select Sector
Consumer Goods
Extractives & Mineral Processing

Financials

Food & Beverage

Health Care

Infrastructure

Renewable Resources and Alternative Energy
Resource Transformation

Services

Technology and Communications
Transportation
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https://navigator.sasb.ifrs.org/

Using SASB Standards to identfity sustainability risks

» Navigate to: https://navigator.sasb.ifrs.org

Search by company name or ticker

Search

Search by industry

1. Select Sector

Consumer Goods

Extractives & Mineral Processing
| Financials

Food & Beverage

Health Care

Infrastructure

Renewable Resources and Alternative Energy
Resource Transformation
Services

Technology and Communications

Transportation
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https://navigator.sasb.ifrs.org/

Using SASB Standards to identfity sustainability risks

» Navigate to: https://navigator.sasb.ifrs.org

Search by company name or ticker

Search

Search by industry

Financials X 2. Select Sector
Asset Management & Custody Activities
Commercial Banks
Consumer Finance
Insurance
Investment Banking and Brokerage
Mortgage Finance

Security & Commodity Exchanges
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https://navigator.sasb.ifrs.org/

Using SASB Standards to identfity sustainability risks

» Navigate to: https://navigator.sasb.ifrs.org

Search by company name or ticker

Search

-

Search by industry

Financials X 2. Select Sector
Asset Management & Custody Activities
Commercial Banks
Consumer Finance
Insurance
Investment Banking and Brokerage
Mortgage Finance
Security & Commodity Exchanges

21



https://navigator.sasb.ifrs.org/

} ! Using SASB Standards

Applying the Commercial Banks SASB standard:

» A bank would consider each disclosure topic for applicability:

Examples of Metrics

Data security # data breaches, personal data, clients affected
Financial inclusion and capacity #, amount of loans to small businesses, no-cost
building retail products to unbanked, financial literacy
Inclusion of ESG in credit analysis Description of approach

Financed emissions Gross financed emissions by scope 1,2 and 3
Business ethics Losses due to fraud, manipulation, malpractice
Systemic risk management Approach to integrating stress tests

25




} Example

z Applying SASB Standards

Applying the ‘Financial inclusion and capacity building’ topic from the
Commercial Banks SASB standard:

Metrics | Category | Measure

# and amount of loans outstanding under programs

) ) . Number,

for small businesses and community development, a Quantitative
" L currency

description of how law and regulation is integrated

: L Number,

# and amount of past due loans in above category Quantitative
currency
# of no-cost retail products for unbanked customers Quantitative Number

Number of participants in financial literacy programs  Quantitative Number

Source: FN-CB-240a.1 to FN-CB-240a.4 26



I Disclosures



} ! Core content

Sustainability-related

risk and opportunity

» Disclosure of information about SR&0Os to meet
investor information needs

Governance

Process used to monitor sustainability risks and
opportunities

Strategy

Strategy for managing sustainability risks and
opportunities

Risk

Process to manage and/or mitigate impact of risks

Metrics and targets

Measures progress against targets

28



Climate-related Risks and

I Opportunities



)

L

Category Considerations for Entities

 Effect of national climate targets

Policy and :
e alyrisks * Exposure to expected new regulations
8 e Exposure to carbon pricing
* Exposure to expected technological changes
Technology .
Climate sk  Effect of renewable technologies as they develop
transition e Exposure to use of low-carbon technology
risks e Compliance of products and services with
Market risk international climate change commitments
* Expected effect of changes in consumer demand
Reputation * Perception of current and planned climate activities

risk  Risk of stigmatisation of activities



} Examples

z Climate Risks and opportunities - Identifying

Category Considerations for Entities

* Geographical composition of collateral assets

Acute risk * Clients more exposed to physical risks
Climate- (eventdriven) < Insurability of collateral assets (and insurance pricing)
related * Client exposure of logistics lines to weather events
physical L * Client exposure to water shortages
el Chronic risk Cl e
 Client exposure to wildfires
(Long-term

* Client exposure to higher sea levels

shifts) « Client exposure to global supply chain pricing changes

31



Calculating GHG emissions




} Overview of GHG protocol

‘ Scopes and emissions across the value chain

Scope 2 Scope 1
Indirect Scope3  Direct Scope 3
Indirect

Indirect

Reporting
compan

Downstream

Upstream

Source: GHG Protocol



Calculating emissions
Why Scope 3 matters

» Scope 3 missions as a ratio of operational emissions

Financial services

Retail
Apparel

Services

Metals and mining 11.5
Biotech, healthcare, pharma 7.9 Average

Manufacturing 7.7 11.4x higher
Telcos 5 Scope 3 relative to

B Transport services 1.5 operational emissions

- Power generation 1.1
. Fossil fuels 0.7

Source: CDP — Relevance of scope 3 categories by sector 39




Financed emissions




} ! Financed emissions

» Financed emissions are indirect GHG emissions associated with lending,
investing, or underwriting activities:

» Eg, if a bank provides a loan to a homeowner the bank must measure
and disclose emissions generated as a result

» Financed emissions are downstream scope 3 emissions, and

» For most banks, these are the majority of scope 3 emissions

» ESRS, SASB, IFRS S2 and the BIS guidance explicitly reference financed
emissions data

41



} Financed emissions

! Strategies and methodologies

Vethod ____|Descriptions

Use Industry
Benchmarks

Industry Initiatives

Third-party Data
Providers

Extrapolation
Borrowers
Proxy Data

Industry-specific benchmarks that provide average emissions
data based on industry and size

Industry initiatives and working groups such as PCAF

Organizations and platforms that provide estimated emissions
data for borrowers across various sectors

Data for known borrowers can be extrapolated
Engage with borrowers to get measurements directly
Use proxy data to estimate emissions

42



\

V4

Data requirements are a challenge for financed emissions

For categories of clients, data can be:
Veasured: Individual borrower level using data from client

Estimated: At a borrower class level using averages based on sample
data (e.g. on vehicle loans, based on average emissions per kilometre
and average miles driven)

Averaged: At a sector level using jurisdictional or regional data for that
sector, or

A mixture of the above (see next page for some examples)

43



Financed emissions

Measuring eg corprate loans

Quality | Datasource ________[Fuel _________[Vehie

High  Verified GHG protocol compliant emissions from borrower

Unverified GHG protocol compliant emissions from borrower

Primary activity data for plus process Emission factors

borrower (e.g., GW-hours) emissions

Primary production activity plus process Emission factors

data for (e.g. tons of wheat) emissions

Revenue of borrower Emissions for sector  Revenue for sector

Revenue of borrower Emissions for sector  Regional average
Low Revenue of borrower Emissions for sector  Global average

44



Financed emissions

Measuring eg vehicles

Quality | Datasource ________[Fuel _______|Vehide

High  Primary data on actual vehicle fuel consumption

Primary data on actual plus fuel efficiency from known vehicle
vehicle distance travelled make and model
Local statistical data for plus fuel efficiency  from known vehicle
distance travelled make and model

Regional statistical data for plus fuel efficiency  from known vehicle
distance travelled make and model

Local or regional statistical plus fuel efficiency from average vehicle

L .
oW data for distance travelled

45



} !- Prudential Requirements

» Topics identified in BIS paper:

Financed emissions
Exposures subject to
physical risk

Bank-specific metrics

Forecasts

GHG emissions associated with loans and investments

Exposures by geographical region or locations, subject to
climate change physical risk, to enable better understanding
of exposure to physical risks

Disclosure of credit quality, to enable understanding
understand of credit by sector and location

Forward-looking information, to enable understanding of
banks’ exposure to the transitioning risks of counterparties

46



I Gap Analysis



} Gap analysis Current practices

z Governance review questions

Key Questions:

Does the Board have formal oversight of sustainability-related risks?

Are there specific Board Committees (e.g., Sustainability Committee)
responsible for oversight of SrR&Os with clear remits and competencies?

How is oversight exercised over any specific management-level roles, what
controls and procedures used to monitor, manage and oversee SrR&Os ?
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Who is accountable at operational level to report back to Board and Board
Committees and to provide Board with appropriate assurance?

Are SrR&Os integrated into the bank’s overall governance framework?

Is executive remuneration linked to climate related performance goals?

48



Gap analysis Current practices

} z Strategy review questions

Key Questions:

Is consideration of sustainability related risks and opportunities integrated into
the bank’s long-term business strategy and financial planning?

Has the bank previously identified relevant sustainability-related risks and
opportunities?

Has the bank conducted scenario analysis to assess the potential impact of
different sustainability scenarios?

Are sustainability-related opportunities (e.g., new insurance products, green
investments) part of the bank’s growth strategy?

How would sustainability related risks and opportunities likely impact the firm's
financial planning?

49



} Gap analysis Current practices

z Risk management review questions

Key Questions:

Are sustainability-related risks (both physical and transition risks) integrated into
the bank’s ERM framework?

Are sustainability-related risks separately identifiable from other risks the entity
assesses?

Does the entity conduct regular assessments of sustainability-related risks,
including scenario analysis or stress testing?

Are there processes in place to mitigate sustainability-related risks, such as
adjusting underwriting policies or reinsurance arrangements?

50



} Gap analysis Current practices

‘ Metrics and targets review questions

Key Questions:
Is the entity collecting data on any of its Scope 1 and Scope 2 GHG emissions?

Is the entity collecting data on any of its Scope 3 GHG emissions?
Are sustainability-related metrics tracked and reported?

Has the entity set specific targets for managing sustainability-related risks (e.g.,
GHG emissions reduction targets, green investment financing targets)?

51



Thank you



