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EEA
Iceland

Liechtenstein | Switzerland
Norway

« the EFTA States welcome the efforts the EU has initiated in the field of sustainable finance and follow the work
in this field with great interest (see https://www.efta.int/sites/default/files/documents/about-efta/EFTA-Ecofin-
Common-Paper-2019.pdf)

EU

EEA’s perspective on sustainable financ

European Green Deal and EEA

European Union
Member States

» Liechtenstein, Norway and Iceland are as observers on the Member State expert panel on sustainable finance of
the EU

+ ‘EU-Norway Green Alliance’ established on 24 April 2023 to strengthen their joint climate action, environmental
protection efforts, and cooperation on the clean energy and industrial transition (see New EU-Norway Green
Alliance to deepen cooperation (ehttps://ec.europa.eu/commission/presscorner/detail/en/ip_23_2391uropa.eu)).

» A Green Alliance is the most comprehensive form of bilateral engagement established under the European
Green Deal, with both parties committing to climate neutrality and to aligning their domestic and
international climate policies to pursue this goal.


https://www.efta.int/sites/default/files/documents/about-efta/EFTA-Ecofin-Common-Paper-2019.pdf
https://www.efta.int/sites/default/files/documents/about-efta/EFTA-Ecofin-Common-Paper-2019.pdf
https://ec.europa.eu/commission/presscorner/detail/en/ip_23_2391
https://ec.europa.eu/commission/presscorner/detail/en/ip_23_2391

EU regulations on sustainable finance adopted by EEA

Sustainability Disclosure for Financial Firms (SFDR)

 EEA adopted the EU regulation on sustainability-related disclosures in the financial services sector on
29 April 2022 (OJ L 317; EEA Supplement No 61, 22.9.2022, p.110)

EU Taxonomy

« EEA adopted the EU regulation on the establishment of a framework to facilitate sustainable investment
on 29 April 2022 (OJ L 198; EEA Supplement No 61, 22.9.2022, p.110)



The EU Taxonomy Regulation

Intended Impact
Market practice Intended Impact

« Different taxonomies among EU Sustainable () Certainty for economic actors and
Member States and institutions Taxonomy financial market participants

hinder cross-border capital flows

° Protection of private investors
« Costs for real economy to raise and mitigation of Greenwashing

. , ) A harmonized list of
capital and for financial

wapTial . . economic activities that @ Easier for real economy to raise
institutions to provide clarity can be considered capital
« Burdensome for investors to environmentally

check and compare information el T @ wmitigation of market fragmentation

| investment purposes. @ Basis for further policy action

Y
\ l
Hampering investments into !

a more sustainable economy Reorienting capital flows
towards sustainable investment
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Make a positive contribution
Substantial contribution to at least one of the
six environmental objectives

Avoid significant harm
Do no significant harm to any of the
other five environmental objectives

Comply with Minimum social
safeguards

Taxonomy Objectives &
Framework

Climate change mitigation

° climate change adaptation

sustainable use and protection of water
and marine resources

pollution prevention and control

° transition to a circular economy

the protection and restoration of biodiversity
and ecosystems



What is the EU Taxonomy?

= (W )
IRE is N
A classification system A measuring tool A transition tool
Provides clarity on what is an Measures the degree of sustainability Helps investors and companies to plan
environmentally sustainable activity and of an investment and the degree of and report on the transition. It sets the
under which circumstances. green activities of companies objectives and the direction of travel for

different economic activities.

Ultimately, it helps raise the needed investments to build a net zero, resilient and environmentally sustainable

economy.

What the EU Taxonomy is not:

It's not a mandatory list to invest in

It's not a rating of the “greenness” of companies

It does not make any judgement on the financial performance of an investment
What's not green is not necessarily brown.




Key components of Taxonomy

The Technical Screening Criteria (TSC) —
Science Based

A set of rules and metrics used to evaluate whether
an economic activity can be considered
environmentally sustainable under the EU
Taxonomy.

The EU Taxonomy's technical screening criteria
are structured around a two-tier approach. The first
tier consists of general criteria, while the second
tier includes sector-specific criteria that apply to
specific economic activities.

+

Transition & Enabling activities!

Eligibility - Taxonomy-eligible if it fits the description
of an activity detailed in the Delegated Acts
supplementing the Taxonomy Regulation (both the
Climate Delegated Act and Environmental Delegated Act)

«Alignment - Taxonomy-aligned where the activity is
eligible and complies with all of the following (as per
previous page)

* the substantial contribution criteria;

» the do no significant harm (DNSH) criteria;

eand

* the minimum safeguards (MS).


https://www.celsia.io/eutaxonomy
https://www.celsia.io/eutaxonomy
https://www.celsia.io/eutaxonomy
https://www.celsia.io/eutaxonomy

Why an EU Taxonomy

The first High Level Expert Group (HLEG)
Defining EU Climate Finance
» Mitigation and Adaptation are very different — adaptation is a process
« Mitigation list has to cover all sectors
« Adaptation — standard criteria as needed in ALL sectors

New Platform on Sustainable Finance: a two-year mandate: Q1 2023 to Q4 2024.
Three key workstreams on which the Platform support the Commission with advice and analysis
on:

> the usability of the Taxonomy and wider sustainable finance framework;

> the development of recommendations for additional Taxonomy and on possible revisions/updates
of criteria;

> the implementation of the Strategy on Financing the Transition to a Sustainable Economy, esp. the
monitoring of capital flows into sustainable investments.



Climate Delegated Act (CDA)

Complementary Climate Delegated Act (15
> Provides TSC for Climate Change Mitigation & July 2022)

Climate Change Adaptation

Adding Gas and Nuclear — under specific conditions

> The economic activities of roughly 40% of listed

companies, in sectors which are responsible

for almost 80% of direct greenhouse gas
emissions in Europe

The reasoning:

“The objective is to step up the transition, by drawing on

all possible solutions to help us reach our climate goals”.

_ o Taking account of scientific advice and current

> Covers total of 107 economic activities technological progress, the Commission considers that
spanning over 13 economic sectors there is a role for private investment in gas and nuclear

activities in the transition”.

Amendments to the Climate Delegated Act
(13 June 2023)

The Commission has adopted targeted amendments to the
EU Taxonomy Climate Delegated Act — expanding on
economic activities contributing to climate change
mitigation and adaptation not included so far (e.g.
manufacturing and transport sectors)



Transition finance & tool — can taxonomy help?

Legend

By defining green economic activities, not companies - .
. = S!te/prOJchopergtlon that
is Taxonomy-aligned

The Taxonomy enables companies to transition by gradually increasing

their share of green activities - Site/projectioperation that
( ) is not Taxonomy-aligned

N~

Share of green

/\ activities
' GED (- () ) =
Factory A Factory B increases
expands energy efficiency
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SSM TRAINING Terminology - Double Materiality

LEARN * SHARE - GROW

« Materiality: a company is required to disclose
information on environmental, social and
employee matters, respect for human rights,
and bribery and corruption, to the extent that
such information is necessary for an To the extent necessary for an understanding of the

R ) company’s development, performance and position...
understanding of the company’s development,
performance, position and impact of its

4
° o, 0 M
a Ct I V I t I e S . h %_ (l'camgany I'mp‘a?lt on clima;e: ﬁ év-
! climate change \\c\arn_ f ﬁ”."f‘i"_ &Ta_tin_a_ 4 | company

impact on company 1 impact on climate

FINANCIAL ENVIRONMENTAL & SOCIAL
MATERIALITY MATERIALITY

..and impact of its activities

« The reference to the company’s “development, COMPANY CLIMATE COMPANY CLIMATE
performance [and] position” indicates financial o o
materia“t% in the broad sense Of affecting the INVESrYl'ORS A CONSI\.{IMERS, cIvIL SOCIETY, EMPLOYEES, INVESTORS

value of the company.

RECOMMENDATIONS OF THE TCFD
((° )
e The reference to “impact of [the company’s] RS ST CBas

activities” indicates environmental and social
materiality

* Financial materiality is used here in the broad sense of affecting the value of the company, not just in the sense of affecting
financial measures recognised in the financial statements.

Source: European Commission’s guidelines on reporting climate-related information




SSM TRAINING Climate-related risks

LEARN * SHARE * GROW

Risks to the development, performance and position of a
company resulting from climate change, and risks of a negative
impact on the climate resulting from the company’s activities.

e Prudential regulation mostly deals with the former angle.

e Physical risks are risks to the company that arise from the
physical effects of climate change.

g . e Acute physical risks, which arise from particular events,
. especially weather-related events such as storms, floods,
° -
@ Climate ] fires or heatwaves, that may damage production facilities
'\(0 related risks and disrupt value chains.
S Chronic physical risks, which arise from longer-term

changes in the climate, such as temperature changes,
rising sea levels, reduced water availability, biodiversity
loss and changes in land and soil productivity.

Physical Transition
ick ick « Transition risks generally stem from the uncertainty related to
+ TISKS = ©) - 0 FISKS the timing and speed of societal and economic adjustment to
an environmentally sustainable economy -changes in policies,

technology and consumer preferences as the key drivers.

Source: European Commission’s guidelines on reporting climate-related information
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SSM TRAINING Greenwashing

LEARN * SHARE - GROW

Dimensions Detailed parameters used to analyse greenwashing risks under each dimension
« A practice where sustainability-related
statements, declarations, actions, or Roles Trigger il Receiver
communications do not clearly and fairly “Govemanceand | Log swrategy || Sustainability metrics
reflect the underlying sustainability profile of B R e e | [ -
. . - .,9. L P . . Sustainability topics uuc::m m&mﬁwmm) :gzessm.:.b
an entity, a financial product, or financial (and sub-topics) role (govermance- ke melrics for reak-world
' ! s ustainability management policies impact
. about which a claim enlityJevel ESG +  ESG credentials (qualifications, labels, certificates): . about future
services. % commuicatsd policies) adnerence to (voluntary) reporting frameworks (e g. UNPRI, EI "‘w"m'.m
*  ESGresources and . mmmmmm ESGBM“MWM
« This practice may be misleading to consumers, | Selemeasom 0 )| acive engagemens L e )
investors, or other market participants TWisieading through provision of information. . ( Misieading through omission of information

Empty claims (exaggeration and/or failure to deliver Selective disclosure / cherry-picking
Omission or lack of disclosure
Vagueness or ambiguity or lack of clarity
Lack of fair and meaningful comparisons,
thresholds and/or underlying assumptions
No proof (unsubstantiated)

Outdated information

/
I
. ope . . . Qualities through 1 on claims)
« Sustainability-related misleading claims can which the claimis | ! - meonsitoncy
I
I
I
I

Irelevance

Outnght he (false)
Suggestive non-textual imagery and sounds
Suggestive use of ESG-related termino

occur and spread either intentionally or misleading investors
) . . . . or consumers
unintentionally and in relation to entities and

p ro d u CtS th at are €l t h er wi t h In or ou tS I d € th € Regulatory information (e.g. Prospectuses, Financial statements, Marketing materials (including website,

rem it Of the EU r‘egu Iato ry fr‘a m ework Channels through Mandatory sustainability disclosures, Issuers’ press releases etc.) social media, presentations to investors)
’ which the claims are

communicated Ratings (inc. ESG ratings) Intermediary/advice Product information (including Voluntary reporting, falling
and Benchmarks & Labels information internal classifications) outside previous categories

Source: ESMA Progress Reports on Greenwashing in the financial sector

o — — —
. . . .




SFDR Overview

o Links with other regulations



Sustainability Disclosure for Financial Firms: Overview

Sustainability in disclosures and financial advice

Market Practice

Regulation on
disclosure by

Lack of transparency on how
financial entities integrate

sustainability risks financial entities

DIsclosures on
Risk of greenwashing and integration of
misselling in principal-agent sustainability risks and
relationships impacts of financial
products

Financial advice

Include explicit questions

Negative externalities remain
largely neither considered, nor
priced in

v ' on sustainability into

Hampering investments into a suitability tests (MIFID)

more sustainable economy

Kern Alexander ©

Expected Impact

Financial entities will be
incentivised to better manage
sustainability risks

Encouraging a shift in retail
investor mindsets by integrating
sustainability in product information
and financial advice

Adverse sustainability impacts will be
integrated in due dilligence. This will
also help to gradually price in
negative externalities

Y

Mainstreaming sustainability into
risk management and scaling up
sustainable investments
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Sustainability Disclosure for Financial Firms: Overview

s The importance of disclosure requirements as a key step in the sustainability process
- The role of data and the link between sustainability and digitalization

= Legal issues: = Regulatory challenges:

- Classification, standardization, and comparability
- Data quality, management, and analytics
- Harmonization and implementation

- Scope of the disclosure requirements

- Materiality test
- Link to the issue of mis-selling

Sustainability disclosure regulations for banks
SFDR, Taxonomy, CSRD, Pillar 3 disclosure, and EU Green Bond Standard

= Relevant questions:
- What is the scope of the applicable disclosure regulations?
To what extent specific rules are needed and do general rules apply to specific sustainability issues?

How to distinguish quality disclosures from boilerplate disclosures?

Kern Alexander ©
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Sustainable Finance Disclosure Regulation (SFDR)

* Regulation (EU) 2019/2088 of the European Parliament and of the Council of 27 November 2019 on sustainability-related
disclosures in the financial services sector [2019] OJ EU L 317/1, as amended by Regulation (EU) 2020/852 of the
European Parliament and of the Council of 18 June 2020 on the establishment of a framework to facilitate sustainable
investment, and amending Regulation (EU) 2019/2088 [2020] OJ EU L 198/13

- Entry into force of most of the rules by March 2021; the SFDR came into effect on 10 March 2021.

* Publication of Commission Delegated Regulation (EU) 2022/1288 of 6 April 2022 containing technical standards to be used
by financial market participants when disclosing sustainability-related information under the Sustainable Finance
Disclosures Regulation (SFDR).

- The requirements started to apply on 1 January 2023

- The Delegated Regulation specifies the exact content, methodology and presentation of the information to be disclosed,
improving the quality and comparability of the regulation.

Kern Alexander ©



What are the objectives?

Enhancing transparency:

« Allowing investors to

make more informed
decisions and assess the
sustainability profile
(including risks) of
investment products.

Preventing greenwashing:

SFDR aims to combat
greenwashing by
establishing clear
disclosure requirements
and standards. Financial
market participants must
provide accurate and
reliable information on
the sustainability features

Source: European Commission

and risks of their
products, ensuring that
investors are not misled.

Fostering sustainable
investments:

By disclosing the ESG
characteristics of financial
products, the regulation
helps promote
sustainable investments
and enables investors to
allocate their capital
towards more sustainable
activities. This, in turn,
supports the transition to
a more sustainable
economy.

e advice
to integrate ESG

mmmmmm

|

#7 Investors' duty
to integrate ESG and
increased disclosure

#6Credit ratings to

integrate ESG ‘

@)

Reorienting capital flows
towards sustainable
investments

'UU"‘LI .

Mainstreaming
sustainability into
risk management

&

Fostering
transparency

and long-termism

#3 Facilitating investment
in sustainable infrastructure projects



Who is under scope?

SFDR has a very broad scope, covering the
following categories:

Financial market participants (FMPs): This category
iIncludes entities such as asset managers, insurance
companies (with insurance based investment
products), pension providers, and institutions providing
portfolio management to clients within the EU.

Financial advisers (FAs): SFDR also applies to
entities providing investment advice, including
investment firms, credit institutions, and insurance
intermediaries that offer investment advice to clients
within the EU.

Third-country entities: In some cases, SFDR may
also apply to entities located outside the EU if they
provide services or market financial products to EU
clients.



Key definitions — Article 3

Sustainability This term refers to an environmental, social, or governance event
sk or condition that, if it occurs, could have an actual or potential
[ISK. material negative impact on the value of an investment.

Principal These refer to the negative effects on sustainability factors
adverse impacts: %%Vﬁ&ggﬁ(@he investment decisions made by financial market

Sustainability Environmental, social and employee matters, respect for human
factors rights, anti-corruption and anti-bribery matters.

Sustainable
Investment: See next slide




A tricky element: sustainable investments

*“An investment in an economic activity that contributes to an environmental
objective, as measured, for example, by key resource efficiency indicators on
the use of energy, renewable enerqy, raw materials, water and land, on the
production of waste, and greenhouse gas emissions, or on its impact on
biodiversity and the circular economy, or an investment in an economic activity
that contributes to a social objective, in particular an investment that contributes
to tackling inequality or that fosters social cohesion, social integration and
labour relations, or an investment in human capital or economically or socially
disadvantaged communities, provided that such investments do not significantly
harm any of those objectives and that the investee companies follow good
governance practices, in particular with respect to sound management
structures, employee relations, remuneration of staff and tax compliance”



A tricky element: sustainable investments

As measured, for example, by key resource
efficiency indicators on the use of energy,
renewable energy, raw materials, water and
land, on the production of waste, and
greenhouse gas emissions, or on its impact
on biodiversity and the circular economy

An investment in an e .
contributes to anenvironmental objective) or

ora hat such investments do not

signifntly harmany of those objectives

atthe investee companies follow

in particular an investment that contributes to
tackling inequality or that fosters social cohesion,
social integration and labour relations, or an
investment in human capital or economically or
socially disadvantaged communities

in particular with respect to sound management
structures, employee relations, remuneration of
staff and tax compliance




Duality: entity and product level requirements

Entity level Product level

Policies on the integration of sustainability risks in How sustainability risks are integrated (applies to
investment decisions all products on a comply-or-explain basis!)

Principal adverse sustainability impacts statement How they consider the product’s principal
adverse sustainability impacts (mandatory over
500 employees), or whether they do so

Information on how remuneration policies are For products that promote environmental and/or
consistent with the integration of social characteristics (Article 8 products, see
sustainability risks later slides), how those characteristics “are met”,

as well as information on taxonomy alignment

For products that have sustainable investment
as their objective (Article 9 products, see later
slides), how that objective is to be attained, as
well as information

on taxonomy alignment



o FMPs and FAs shall include in their remuneration policies information on how those

olicies are consistent wjth the integration.of sustainability risks, and shall publish
RediifeRoR TR Ated todgEUneration ' i

e [}




Example

Article 5 EUSFDR

Allianz @ The Allianz Group remuneration policy which is applicable to all Allianz operating entities addresses
the integration of sustainability risks in a number of ways:

ARTICLE 3 & 5 OF THE EU SUSTAINABLE FINANCE

DISCLOSURE REGULATION (EU SFDR) 1. Targetsetting principles: Selected key performance indicators form the basis for the financial

ALLIANZ GLOBAL LIFE DAC and operational targetsfor the variable compensation at operating entity level. These targets

shall include, where appropriate ESG-related performance indicators and shall be designed to

avoid excessive taking of ESG risks. For unit-linked insurance products, AGL’s investment

decisions are limited to the selection of funds that are available to customers and as a result
have been deemed exempt for the purposes of setting such key performance indicators.

2. Variable remuneration of Allianz Board Members —malus regulation: Variable remuneration
components may not be paid, or payment may be restricted, in the case of a significant breach

AUTHORIZATION: of Allianz standards and policies, including the Allianz Standard for Reputational Risk and

Issues Management and the ESG Functional Rule for Investments. These two internal policies
The content of this document has been published as ollows: governthe management of ESG risks for investment transactions. For more detailson ESG risk
Version Valid from

management see “disclosure under article 3” and ESG Integration Framework.

V1.0 05.03.2021

For more details on the Allianz remuneration system, see here.

Source: Sustainable Finance_Disclosure_Regulation_Article_3_5.pdf (allianzgloballife.com) FalRyElnioEEnifely Ryl e ilel o= iR 1R o) a1 lolg Relb [y olof{= i a[el M ioR gy (== 1g = A N Lo Ho)

endorsement. All examples might have strengths and weaknesses.


https://www.allianzgloballife.com/content/dam/onemarketing/azgl/allianzgloballife/doc/09032021/Sustainable_Finance_Disclosure_Regulation_Article_3_5.pdf
https://www.allianzgloballife.com/content/dam/onemarketing/azgl/allianzgloballife/doc/09032021/Sustainable_Finance_Disclosure_Regulation_Article_3_5.pdf
https://www.allianzgloballife.com/content/dam/onemarketing/azgl/allianzgloballife/doc/09032021/Sustainable_Finance_Disclosure_Regulation_Article_3_5.pdf
https://www.allianzgloballife.com/content/dam/onemarketing/azgl/allianzgloballife/doc/09032021/Sustainable_Finance_Disclosure_Regulation_Article_3_5.pdf
https://www.allianzgloballife.com/content/dam/onemarketing/azgl/allianzgloballife/doc/09032021/Sustainable_Finance_Disclosure_Regulation_Article_3_5.pdf
https://www.allianzgloballife.com/content/dam/onemarketing/azgl/allianzgloballife/doc/09032021/Sustainable_Finance_Disclosure_Regulation_Article_3_5.pdf
https://www.allianzgloballife.com/content/dam/onemarketing/azgl/allianzgloballife/doc/09032021/Sustainable_Finance_Disclosure_Regulation_Article_3_5.pdf

Requirements related to sustainability risks

Entity level

o
>
Q0
-
O
)
©
@)
| -
o

FMPs and FAs are required to develop and disclose their policies on the integration of
sustainability risks.

* These policies should outline how sustainability risks are taken into account in investment
decisions and how they are incorporated into the entity's risk management framework.
The policies should be publicly available on the entity's website. (Art 3)

Financial market participants shall include descriptions of the following in pre-contractual
disclosures:

 (a) the manner in which sustainability risks are integrated into their investment decisions;
and

 (b) the results of the assessment of the likely impacts of sustainability risks on the returns
of the financial products they make available.

Where financial market participants deem sustainability risks not to be relevant, the
descriptions referred to in the first subparagraph shall include a clear and concise
explanation of the reasons therefor. (Art 6)



Example

Sustainability risks means an environmental, social or governance (ESG) event or condition that, ift
occurs, could cause actual or potential material negative impact on the value of the investment

BNP Paribas S.A,, as financial advisor and as financial market participant, takes into
account as much as possible sustainability risks when selecting or recommending
investment products to its clients.*

BNP Paribas S.A. does so, through the application of the relevant sector policies to
securities, bonds and investment products manufactured and actively managed by

BNP Paribas S.A. and its subsidiaries, and thus, takes sustainability risks into account via the
regular risk-return assessment of each covered product.

With respect to investment products manufactured by other asset managers or product
manufacturers, the information on their sector policies is collected and taken into
consideration through our proprietary Clover methodology which is explained below.

The occurrence of an environmental, social or governance event can have a negative impact on
the value of an investment, insofar as it can affect issuers of investment products in several
ways: a decrease in income, an increase in costs, an impairment or damage in the value of the
asset, an increase in the cost of capital, or fines and regulatory risks. Such an event may
therefore lead to a change in the portfolio investment strategy, for example by excluding certain
issuers.

The long-term increase in these sustainability risks with a negative impact on investment
product is to be expected, in particular due to climate change.

E BNP PARIBAS The bank for a changing world THEGROUP  OUR COMMITMENTS ~ NEWS & MEDIAROOM  CAREERS ~ You are v

sme SFDR: Sustainability-related disclosures

dlsclosures

EN

In addition, BNP Paribas S.A. uses an internal rating called the Clover methodology to assess
and compare the sustainability level of these investment products with or without
sustainability features.

This proprietary methodology is being deployed within the recommended investment universe.

This score is shown on a scale from 0 to 10 which allows BNP Paribas to identify as much as
possible sustainability risks and integrate those risks in investment decisions or when advising
clients on financial instruments or insurance products.

This rating enables BNP Paribas S.A., as a financial advisor and as a financial market
participant, to identify investment products for which the occurrence of an event or situation,
in the environmental, social or governance field, could have a real or potential negative impact
on the value of these products.

More information on the metiiodoiogy is-available on our website.

However, investment products with a high level of sustainability risk can be invested or
recommended to clients if it meets client’s other investment objectives, investor profile or
diversification needs.

Finally, BNP Paribas S.A. commits maintaining an open, constructive relationship with its
external stakeholders (customers, suppliers, sustainable investors, advocacy NGOs, etc.) to
achieve three objectives: anticipate change in its business lines and improve products and
services, optimise risk management and have a positive impact on society.

Source: SFDR: Sustainability-related disclosures - BNP Paribas (group.bnpparibas)



https://wealthmanagement.bnpparibas/en/what-we-do/positive-impact/clover-rating.html
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Requirements related to adverse sustainability impacts

Adverse sustainability impact disclosure:

 FMPs that have 500 or more employees are obligated to disclose the principal adverse impacts of their
investment decisions on sustainability factors. These disclosures should cover environmental, social,
and employee matters, respect for human rights, and anti-corruption and anti-bribery issues.

Content and methodologies of disclosure:

FMPs need to disclose the methodologies used to assess and measure the adverse sustainability
impacts, as well as any data and assumptions relied upon. The disclosures should include a description
of the actions taken to mitigate or prevent adverse impacts and, if applicable, the alignment with
iInternational standards or sustainable investment labels.

Disclosure at the entity and product levels:

 FMPs are required to provide disclosures both at the entity level and, where relevant, at the product
level.

- Entity-level disclosures should cover the FMP's policies on adverse sustainability impacts, the due
diligence processes in place, and the results achieved.

* Product-level disclosures should outline the adverse impacts specific to each financial product,
including their indicators and related methodologies.



Example

The percentages of surveyed Article 8 and Article 9 funds that consider a sample of PAls.

GHG Emissions - Scope 1, 2

GHG Emissions - Scope 1,2, 3

Carbon Footprint Scope 1, 2

Carbon Footprint Scope 1, 2,3

Greenhouse Gas Intensity Scope 1, 2
Greenhouse Gas Intensity Scope 1,2, 3

Fossil Fuel Exposure

Water Emissions

Controversial Weapons

Unadjusted Gender Pay Gap

Board Gender Diversity

Negative Affect On Biodiversity

Hazardous Waste

UNGC Principles or OECD Guidelines Violations
Number of Countries Subject To Social Violations
Fossil Fuels Extraction, Storage, Transport & Manufacture

Energy-Efficient Real Estate Assets

[ ]
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10%

N
(=]
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3%  40%

n
(=]
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60% 70% B80% 90% 100%

MArticle8 MArtcle9

Source: Momingstar Dwect. Data as of March 2023. The exact numbers for Article B and Article 9 funds that reported each of the data fields vary

Data source: Morningstar

All examples from market participants are for illustration purposes,

not to meant any kind of endorsement. All examples might have

strengths and weaknesses.

BlackRock

Sustainable finance disclosure regulation

EU entity level principal adverse
impacts statement

Introduction

The statement addresses requirements as set out in the Regulation (EU) 2019/2088 of the European
Parliament and of the Council on sustainability-related disclosures in the financial services sector (SFDR)
specifically relating to the consideration of principal adverse impacts of investment decisions on sustainability

factors.

This statement describes and details how the below listed financial market participants and financial advisers
assess adverse impacts on sustainability factors as part of their investment processes and advisory services.

Definitions

“Advisers” means those persons within the relevant entity providing regulated investment advice to clients by
making recommendations in relation to specific financial instruments either presented as suitable or based on

consideration of a client’s specific circumstances.

“Portfolio Managers” means those persons within the relevant entity to whom day to day responsibility for

managing a Product has been allocated.

“Product” means funds and separate account portfolios.

This principal adverse impacts statement covers the
period from 10 March 2021.

BlackRock’s approach to principal
adverse sustainability impacts

As a global investment manager, BlackRock invests in
financial instruments on behalf of its clients within its
Products which are managed in line with their
investment objectives and constraints. While many of
the investments made within Products can have
positive impacts on their stakeholders and society, the
business activities of certain companies or assets that
are held in BlackRock's Products may have adverse
impacts on the environment or people (“principal
adverse sustainability impacts” or “PASI").

For purposes of this regulation, BlackRock considers
PASI in the categories shown below:

rce: 2021 SFDR Principal Adver: tainabilit

Scope

This statement applies to the following BlackRock legal
entities (BlackRock) which are deemed financial market
participants and financial advisers:

BlackRock Asset Management Deutschland AG
(Legal Identity Identifier: S549300NFJRUOWRTZM703)

BlackRock Asset Management Ireland Limited
(Legal Identity Identifier: 5493004330BCAPB3GT42)

BlackRock (Netherlands) B.V.!
(Legal Identity Identifier: S49300NYKTMEQSCOOL42)

BlackRock France S.A.S*
(Legal Identity Identifier: 549300J8EENG40ZIINB9)

BlackRock Investment Management (Dublin) Limited*
(Legal Identity Identifier: 549300K54WGVFVNLSJ55)

BlackRock (Luxembourg) S.A.
(Legal Identity Identifier: S49300MSASSTIRLYME84)

* These legal entities are also deemed financial advisers
Impact Statement (blackrock.com
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Product categories

* Products that promote, among other characteristics, social
and/or environmental characteristics (SFDR Article 8)

* Products that have sustainable investment as their objective
(SFDR Article 9)

* Note that SFDR was designed to be a disclosure framework,
not a labelling scheme. End-investors therefore should seek to
understand the specific underlying characteristics of products
and not treat the Article 8 or 9 designation as a Ilabel
guaranteeing a certain standard of sustainability performance



Article 8 — products promoting Article 9 — products with sustainable
environmental or social investment as their objective
characteristics
The SFDR does not prescribe eligible Underlying assets must qualify as “sustainable
Investments | investment targets or a minimum investments” (with some exceptions for hedging
investment threshold. and liquidity purposes).
“Promotion” is interpreted broadly and I the ijectlve > dcaRelion IIGabon :
. emissions, the product must track an EU climate
b, encompasses any type of claim that .
Application : . : e benchmark or, where no suitable benchmark
investments consider sustainability . . . .
L o L eXists, come with a detailed explanation of
characteristics in policies or objectives. . e
efforts to attain the objective.
Investment The SFDR is neutral as to the design The SFDR is neutral as to the design and
practice and investing approach of the product. investing approach of the product.

Source: PRI Investor Briefing



Key Article 8 disclosure requirements

Pre-contractual:

What environmental and/or social characteristics are promoted by
this financial product?

Does this financial product consider principal adverse impacts on
sustainability factors?

What investment strategy does this financial product follow?

What is the asset allocation planned for this financial product?

Is a specific index designated as a reference benchmark to
determine whether this financial product is aligned with the
environmental and/or social characteristics that it promotes?



Key Article 8 disclosure requirements

Periodic:

To what extent were the environmental and/or social

characteristics promoted by this financial product met?

If the product made sustainable investments: What was the objective and
how did the sustainable investments contribute to the objective? How did
the investments not cause significant harm to other sustainability
objectives?

What were the top investments of this financial product?

To what extent were the sustainable investments with an

environmental objective aligned with the EU Taxonomy?

What actions were taken to meet the environmental and/or social
characteristics during the reference period?



Article 9 products - disclosure requirements

« Largely similar to the template for Article 8 products, with some differences.
« Sustainable investment as mandatory objective

* The underlying assets must qualify as sustainable investments (with some
exceptions for hedging and liquidity purposes)

« Specific rules depending on whether an index has been designated as a
reference benchmark / has a reduction in carbon emissions as its objective



Example

All examples from market participants are for illustration purposes, not to

meant any kind of endorsement. All examples might have strengths and
weaknesses.

Source: SFDR Disclosures MM - Appendix VIl - 08 december 2022.pdf (aegon.nl)

YLEGON

Asset Management

Sustainable
investment means
an investment in an
economic activity
that contributes to
an environmental or
social objective,
provided that the
investment does not
significantly harm
any environmental
or social objective
and that the
investee companies
follow good
governance
practices.

The EU Taxonomy is
a classification
system laid down in
Regulation (EU)
2020/852,
establishing a list of
environmentally
sustainable
economic activities.
That Regulation does
not lay down a list of
socially sustainable
economic activities.
Sustainable
investments with an
environmental
objective might be
aligned with the

Taxonomy or not. E

SFDR Pre-contractual disclosures for financial

products

Template pre-contractual disclosure for the financial products referred to in Article 8, paragraphs 1,
2 and 2a, of Regulation (EU) 2019/2088 and Article 6, first paragraph, of Regulation (EU) 2020/852

Aegon Global Multi Manager Emerging Market Debt Fund
Legal entity identifier: 549300S20UVM70HRVWO3

Environmental and/or social characteristics
Does this financial product have a sustainable investment objective?

Yes [ ] X No
It will make a minimum of It promotes Environmental/Social (E/S)
sustainable investments with characteristics and while it does not have as
an environmental objective: its objective a sustainable investment, it will
% have a minimum proportion of __ % of

sustainable investments
in economic activities that

qualify as environmentally with an environmental objective in

sustainable under the EU economic  activities that qualify as

Taxonomy i Iy inable under the EU
Taxonomy

in economic activities that do

not qualify as environmentally with an environmental objective in

sustainable under the EU economic activities that do not qualify as

Taxonomy i iy inable under the EU
Taxonomy

with a social objective

It will make a minimum of x It promotes E/S characteristics, but will not
sustainable investments with a make any sustainable investments
social objective: __ %

What environmental and/or social characteristics are promoted by this financial
product?

This Fund actively avoids investing in companies and countries identified as having

significant adverse impact on biodiversity, environment, human rights and health by
adhering to the exclusions list in the Aegon AM MM Sustainability Risks and Impacts
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Example

All examples from market participants are for illustration purposes, not to

meant any kind of endorsement. All examples might have strengths and
weaknesses.

Source: SFDR Disclosures MM - Appendix VIl - 08 december 2022.pdf (aegon.nl)

WLEGON

Asset Management

The investment
strategy guides
investment
decisions based on
factors such as
investment
objectives and risk
tolerance.

SFDR Pre-contractual disclosures for financial

products

The EU Taxonomy sets out a “do not significant harm” principle by which
Taxonomy-aligned investments should not significontly harm EU Taxonomy
objectives and is accompanied by specific EU criterio.

The “do no significant harm” principle applies only to those investments underlying
the financial product that take into account the EU criteria for environmentally
sustainable economic activities. The investments underlying the remaining portion
of this financial product do not take into account the EU criteria for
environmentally sustainable economic activities.

Any other sustainoble investments must also not significantly harm any
environmental or social objectives.

Does this financial product consider principal adverse impacts on sustainability
factors?

Yes, this financial product considers principal adverse impacts (PAls) where meaningful
and data is available, and Third Party Investment Managers are required to do so as well.
The product considers PAIs by requiring Third Party Investment Managers to do so
through contractual obligations. In addition to considering the PAI indicators, certain
issuers are excluded on the basis of their activities and associated adverse impacts. These
exclusion criteria are outlined in the Aegon AM MM Sustainability Risks and Impacts Policy
applicable to this fund. More information on how PAls were considered during a specific
reporting period can be found in the SFDR periodic disclosure.

What investment strategy does this financial product follow?

The Fund is an actively managed fund investing in emerging markets debt instruments. To
achieve the Investment Objective of the Fund, the

Fund Manager may directly invest the Fund's Assets and/or may select one or more
(specialized) Third Party Investment Managers and-/-or Funds to manage (part of) the Fund’s
Assets. More information about the Fund investment strategy can be found in the Fund
spedifications.

The strategy is implemented using an investment process as outlined in the Fund
Specification.

In addition, the Fund adheres to the Aegon AM MM Sustainability Risks and Impacts Policy.
As part of that policy, the Manager conducts annual screening of the broadest investment
universe and utilizes third-party ESG data to determine which issuers breach the thresholds
and standards defined by the policy on an annual basis. These issuers are added to the
exclusion list. The exclusion list integrated in Portfolio Risk Control processes with daily ex-
post monitoring to ensure the Third Party Investment Manager(s) adheres to the list.
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SSM TRAINING Regulation strongly shapes the EU funds market...

LEARN * SHARE - GROW

Quarterly Flows Into Article 8 and Article 9 Funds Versus Article 6 Funds
(EUR Billion)
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Source: Morningstar Direct. Data as of March 2023. Based on SFDR data collected from prospectuses on 97.6% of funds available for sale in the EU,
excluding money market funds, funds of funds, and feeder funds.

Data source: Morningstar




Corporate Sustainability Reporting Directive (CSRD) (1/3)

« DIRECTIVE (EU) 2022/2464 OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL of 14 December 2022 amending Regulation (EU) No

537/2014, Directive 2004/109/EC, Directive 2006/43/EC and Directive 2013/34/EU, as regards corporate sustainability reporting (Text with

EEA relevance)

* CSRD modernizes and strengthens the rules concerning the social and environmental information that companies have to report. Entry
into force on 5 January 2023. A broader set of large companies, as well as listed SMEs, will now be required to report on sustainability.

Large listed companies, large banks, and large insurance undertakings
— all if they have more than 500 employees & large non-EU listed companies

with more than 500 employees

Listed SMEs, including non-EU listed SMEs

9zi§ Auedwo)

Non-EU companies that generate over EUR 150 million per year in the
EU and that have in the EU either a branch with a turnover exceeding EUR
40 million or a subsidiary that is a large company or a listed SME will have to

Other large companies, including other large non-EU listed companies

report on the sustainability impacts at the group level of that non-EU

company

financial year 2024 (first publication in 2025)

financial year 2025 (first publication in 2026)

financial year 2026 (first publication in 2027)
*listed SMEs may opt out of the reporting
requirements for a further two years

financial year 2028 (first publication in 2029)

Source: https://finance.ec.europa.eu/capital-markets-union-and-financial-markets/company-reporting-and-auditing/company-reporting/corporate-

sustainability-reporting en

Kern Alexander ©
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Corporate Sustainability Reporting Directive (CSRD) (2/3)

ESRS delegated

act
= Companies subject to the CSRD will report according to European Sustainability Reporting Standards (ESRS),
developed by the EFRAG ( known as the European Financial Reporting Advisory Group)

= Common standards:
: help companies communicate and manage their sustainability performance

\ reduce reporting costs and avoid the use of multiple voluntary standards
solve the problem of the accountability gap

Policy Making timeline
23 November 2022 14 December 2022 9 June 2023 31 July 2023

First set of draft EU Publication of the CSRD in Opening of feedback process Adoption of the European
sustainability reporting the Official Journal of a first set of draft Sustainability Reporting
standards published by ) ) sustainability reporting ) Standards (ESRS)

EFRAG standards for companies

Kern Alexander ©



Corporate Sustainability Reporting Directive (CSRD) (3/3)

ESRS delegated act — “Double Materiality”

erspective
= Companies are oingedEo report both on

- their impacts on people and the environment, and
- how social and environmental issues create financial risks and opportunities for the company

= 12 ESRS covering the full range of sustainability issues:

" cosanie L eiament
[ESRS 1] General Requirements [ESRS E1] Climate [ESRS S1] Own Workforce [ESRS G1] Business Conduct
[ESRS 2] General Disclosures [ESRS E2] Pollution [ESRS S2] Workers in the Value Chain

[ESRS E3] Water and Marine Resources [ESRS S3] Affected Communities

[ESRS E4] Biodiversity and Ecosystems [ESRS S4] Consumers and End Users

[ESRS E5] Resource Use and Circular

Economy

- General Disclosures specify essential information to be disclosed irrespective of which sustainability matter is being considered (mandatory).
- All the other standards and the individual disclosure requirements and datapoints within them are subject to a materiality assessment
- The company will report only relevant information and may omit the information in question that is not relevant (“material”) to its business
model and activity. Disclosure requirements subject to materiality are not voluntary.

Source: https://ec.europa.eu/commission/presscorner/detail/en/qanda_23_4043
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European Banking Authority’s roadmap on sustainable finance

TRANSPARENCY
AND DISCLOSURES

ESG RISKS AND SUSTAINABLE

FINANCE MONITORING Facilitating access to

information and
promoting market
discipline

Monitoring
material ESG

risks and Integrating ESG
developments in o— factors and risks in
sustainable g - @ risk management
finance o- N and supervision

Identifying the

areas for
integrating o KEY OBJECTIVES OF THE possible
information on
SUPERVISORY EsG risksin |2 EBA’S ROADMAP ON R
REPORTING supervisory == SUSTAINABLE FINANCE capture

reporting environmental

and social risks

Specifying key

features, drivers and
risks of greenwashing
and assessing its
interaction with
supervisory
framework

Embedding ESG
risks gradually in
the stress testing

framework to help
identify banks’

vulnerabilities

Supporting definitions
and methodologies for
sustainable banking
products

GREENWASHING STRESS-TESTING

STANDARDS
AND LABELS

RISK MANAGEMENT
AND SUPERVISION

EBA Roadmap sets out EBA’s objective and approach in
the area of sustainable finance and ESG

Continuity from the EBA’s first action plan but also
expansion of the area of work

Overall objective is to build an adequate framework for
EU banks and their supervisors to mitigate ESG risks
and support an orderly transition to a sustainable
economy

ensuring a thorough but proportionate application

e fostering resilience of the EU banking sector and
broader economy

e facilitating convergence at EU and international
levels

through a holistic and sequenced approach
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Banking package

introduced mandates to EBA to:
A develop Pillar 3 standards for the disclosures of large listed banks (published)
d assess how to reflect ESG risks in risk management and supervision (published), and in the

prudential treatment of exposures ( ).
« The new banking package will include several ESG-related provisions.
Commission included proposals to:
dintroduce of ESG risks
drefer to in the credit risk framework
dinclude ESG risks into
dmove forward the deadline of the (i.e. from 28 June 2025 originally in
CRR2)
dextend ESG risks requirements to all institutions

dexplicitly refer to ESG risks in CRD provisions relating to:

43



Definition of ESG risks

is expected to define ESG risks (Article 4(1)):

3 (52d) means the risk of losses arising
from any negative financial impact on the institution stemming from the
of environmental, social or governance (ESG) factors

Vi

3 (52¢) means the risk of losses arising from any negative financial
impact on the institution stemming from the of
environmental factors , including

factors related to the transition towards the following environmental objectives:
(a) climate change mitigation;
(b) climate change adaptation;
(c) the sustainable use and protection of water and marine resources;
(d) the transition to a circular economy;
(e) pollution prevention and control;
(f) the protection and restoration of biodiversity and ecosystems;

Environmental risk includes both physical risk and transition risk’ 1



Pillar 1: Prudential treatment of exposures

Discussion Paper
published on
2 May 2022

Evidence gathering
(2022-2023)

Final report (2023)

Commission to
decide on
legislative
proposals

Discussion Paper

= Initial analysis of the Pillar
1 framework for credit
institutions & investment
firms

= Focus on environmental
risks

= Questions for consultation

Evidence gathering

43 responses from
diverse stakeholders

Further analysis carried
out, including on social
risks

Final report

Mandates specified
in Article 501c CRR
and Article 34 IFR

Environmental and
social risks

Monitoring of and
contribution to
developments at
Basel level
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Principles for the analysis

J
Pillar 1 is only a part of the overall prudential « Objective: maintain the resilience of the financial
framework. Other tools must also be considered: sector against risks
’ 2Fllcou2r\t|ng framework « Financial sector must remain sound and robust to
© riar 'requwements . _ _ finance the transition
 supervisory stress testing and Pillar 2 guidance o
. macroprudential buffers . F.ramework should remain gwdence-based and
risk-based: own funds requirements should reflect
real riskiness of exposures
0 E&S risks considered as risk drivers that impact . Pru‘dentlal framework should not substitute other
N ] ) o policy tools
traditional categories of financial risks . _ _
Credit risk most effective tools for dealing with
ToreditTs environmental-risk-related externalities lie
* Market risk within the remit of political authorities
) Operatlona.l r|sk. this being said: a risk-sensitive prudential
- Concentration risk framework can contribute to channelling
« Other risks funding towards less E&S risky investments
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Importance of international coordination

« Environmental risks are a global challenge requiring international cooperation & coordination

J

J

At international level, the Basel Committee on Banking Supervision (BCBS) is also investigating the extent to which
climate-related financial risks can be adequately incorporated in the existing Basel framework

Basel agreements aim to ensuring international convergence of capital measurement & standards for internationally
active banks:

a Pillar 1 capital requirements are risk-based: importance of the empirical evidence & calibration on historical data

a Level playing field considerations

a Regulatory Consistency Assessment Programmes (RCAPs) monitor and assess the adoption and implementation of Basel standards

Regulators have responded to shortcomings in banking regulation or changes in the banking environment by moving
from a uni-dimensional framework (i.e. Basel 1 focused on credit risk) to a multi-restrictive framework (i.e. Basel Ill),
which addresses risks on a more comprehensive basis and in a granular and risk-sensitive way

a several approaches from internal models approaches to standardised approaches (calibrated relatively to internal models)

Varying level of appetite in terms of the balance considered appropriate between:
a the complexity/simplicity of the framework

a its risk-comprehensiveness, its risk-sensitivity and the detail considered appropriate to promote a level playing field

-> Removal of some internal models as part of Basel 3 (reduced role of IRB, removal of internal models for CVA

risk and OpRisk)
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What about environmental risks? Credit valuation adjustments - trading book

J

L

CVA risk is a form of market risk, as it is realised through a change in the mark-to-market value of a bank's
exposures to its derivative and securities financing transactions counterparties.

As for CVA, there is a mispricing concern when it comes to environmental risks

However, environmental risks are risk drivers of other financial risks and actual evidence of their impact on financial
risks is still limited - This makes the calibration of Pillar 1 environmental risk metrics very challenging at this stage

Hence, it is important that banks:
J develop techniques to identify whether a realised loss is linked to environmental risk drivers
J develop techniques to identify the extent to which the market prices environmental risks

 incorporate environmental factors into their own assessments (e.g. pricing of newly originated loans)

In general, need for banks to incorporate:
J environment-related forward-looking information in their ECL (Expected Credit Loss) models (IFRS 9 provisioning)

J environment-related forward-looking information in accounting, including fair value and corresponding prudent
valuation requirements
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Example of credit risk

 Internal Ratings Based Approach (IRB)
d Banks determine 4 regulatory parameters: the PD, the LGD, the CCF and the Maturity (M)

J PD, LGD & M are plugged into the applicable RW formula and the exposure value of certain off-balance-sheet items
is calculated using the CCF parameters, to eventually derive own funds requirements

d Standardised Approach (SA): risk-weighted exposure amounts = exposure amounts x supervisory risk weights. Supervisory
RWs may, in some cases, be determined through external credit assessments

A Several stakeholders have suggested introducing environment-related adjustment factors in prudential rules, mostly
in the form of ‘green supporting’ or ‘brown penalising’ factors (GSF or BPF):

J GSF would reduce capital requirements for environmentally sustainable / ‘green’ exposures (e.g. energy-efficient
mortgages) and/or those that are transitioning towards sustainability by either lowering RWs for relevant asset
categories or by applying an adjustment factor below 1 to RWAs

3 BPF would increase capital requirements for environmentally harmful exposures (e.g. fossil fuel entities) either
by increasing RWs for certain asset categories or by applying an adjustment factor greater than 1 to RWAs

A The current credit risk prudential framework includes two such non-risk-based supporting factors:
A SME supporting factor & infrastructure supporting factor (ISF) are EU-specific departures from Basel standards

[ EBA view: the continued application of SME SF and ISF are questionable from a prudential point of view 49



Example of credit risk - Adjustment factors?

d At this stage:

J  Adjustment factors face both:
d Conceptual challenges (e.g. overlap with existing Pillar 1 mechanisms)

J Operational challenges (e.g. calibration, need for international cooperation, granularity needed to differentiate
exposures and capture forward-looking aspects such as individual transition plans)

J  Those challenges complicate their design and implementation

d  Overall, it is key to ensure that the calculation of RWAs is not distorted and to maintain risk-based capital requirements
which fulfil their function as safeguards against unexpected losses (Alexander, 2014)
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Pillar 2 - ESG risks management and supervision

ESG risk management by institutions:

Business strategies and business processes (EBA
Guidelines on loan origination and monitoring)
Governance arrangements (EBA Guidelines on internal
governance and on remuneration policies)

Risk management process, including stress testing

ﬁrther developments \

Planned EBA Guidelines on ESG risk
management
» Criteria, standards, methodologies

A 4

» Transition planning — risk-based
perspective
Review of EBA Guidelines on institutions

Qress testing to include ESG stress testing/

A

v

Integration within existing SREP elements
Longer term perspective

Principle of proportionality

Phased-in approach

ESG as one of key supervisory priorities for 2022 and 2023

Review of EBA Guidelines on supervisory review and
evaluation processes

e Supervisory assessment of transition plans

e Assessment of risks

« Assessment of capital adequacy

Planned ESAs Guidelines on supervisory stress testing

A
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Pillar 3 ESG Disclosure (1/3)

Pillar 3 ESG Risks Disclosure Implementing Technical
Standards

Legal background EU Legislative initiatives on ESG-related

« Article 434a of the Capital Requirements Regulation (CRR) mandates the EBA to disclosures

develop draft implementing technical standards (ITS) specifying uniform
disclosure formats and associated instructions

e On 24 January 2022, the EBA published the final draft ITS on Pillar 3 disclosures
on ESG risks in accordance with Article 449a CRR.

Transparency and climate risks disclosure

« The ITS set out comparable quantitative disclosures on climate change related
risks and relevant qualitative information on ESG risks

« Comparable disclosures to show how climate change may exacerbate other risks
within institution’s balance sheets, how institutions are mitigating those risks and
their ratios on exposures financing taxonomy-aligned activities.

* large institutions which have issued securities that are admitted to trading on a regulated market of any
Member State are subject to the pillar 3 ESG disclosure requirements
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Pillar 3 ESG Disclosure (2/3)

Climate risk disclosures Mitigation actions

4

Final Disclosures (Jan 2022) Pillar 3 ESG ITS -

content of the disclosures

Climate transition risk
exposures to high carbon
sectors

scope 1,2, and 3 emissions
RRE and CRE — energy
efficiency

Climate physical risk
Risk exposures subject to
extreme weather events
Physical location of assets/
collaterals)

v

Transition

Actions that support
counterparties in the
transition to a carbon
neutral economy but that do
not meet taxonomy criteria
Adaptation

Actions that support
counterparties in the
adaptation to climate
change but that do not meet
taxonomy criteria

Information on exposures
towards NFRD Corporate
and retail financing
taxonomy-aligned activities

Banking Book Taxonomy
Alignment Ratio (BTAR)

Info on exposures towards
non-NFRD corporates not
assessed in the GAR
financing taxonomy-aligned
activities

Qualitative disclosures

Qualitative information on
environmental, social, and
governance risks in line
with CRD mandate
governance arrangements
business model and
strategy

risk management

Source: https://www.eba.europa.eu/eba-publishes-binding-standards-pillar-3-disclosures-esg-risks

Kern Alexander ©
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Pillar 3 ESG Disclosure (3/3)

Sequential approach and further development

The EBA is following a sequential approach in the development of the Pillar 3 ESG ITS

/Current ITS \ fSubsequent ITS

= KPIs and quantitative disclosures
on climate-change transition and
physical risk, GAR and other
mitigation actions.

! risks

In the course of 2024, the EBA will

Qualitative disclosures on ESG / k

on other environmental risks
(Taxonomy criteria to cover
them by end 2022)

= KPIs and quantitative disclosures

~

)

on social and governance risks
= Review of existing disclosures

o

/Going forward \

= |TS on quantitative information

)

currently included in the Pillar 3 ESG ITS to understand the

relevance of these disclosure requirements at EU and international level.

In addition, considering the challenges related to the availability of data for institutions, particularly for the stock of loans,
for the first ITS, with a transitional period for certain disclosures.

the EBA adopted a

A applies for the disclosure of information on exposures towards physical risk, which is to be
provided ‘on a best effort basis.” Also, information on the BTAR shall be disclosed on a best effort basis.

Kern Alexander ©
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EU Green Bond Standard (1/3)
What is EUGBS

= A voluntary standard to help scale up and raise the environmental ambitions of the green bond market

= The establishment of the EUGBS was an action in the 2018 action plan on financing sustainable growth and is part of the
European green deal

= Available to any issuer of green bonds, including companies, public entities, and issuers located outside the EU
= Forissuers a robust tool to demonstrate that they are funding legitimate green projects
= For investors assurance for the sustainability of their investments with reduced risks of greenwashing

= Supporting issuers in transition: European green bonds can be used to fund long-term projects (up to 10 years) that make an
economic activity aligned with the EU Taxonomy

Policy Making Timeline

6 April 2020 12 June 2020 6 July 2021 28 Feb. 2023
Public consultation on the Targeted consultation on the Published the legislative Political Agreement reached
renewed sustainable finance )establishment of an EU proposal for the EU Green ) on European green bond
strategy green bond standard Bond Standard (EUGBS) standard
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EU Green Bond Standard (2/3)

Four Key Requirements

ax my=alignment ransparency CXternal review 3"

® The funds raised by the e Full transparency on how e All European green bonds e External reviewers
bond should be allocated the bond proceeds are must be checked by an providing services must
fully to projects that are allocated through detailed external reviewer to be registered with and
aligned with the reporting requirements ensure compliance with supervised by the ESMA
EU taxonomy e Several publication the Regulation and to ensure the quality of

e at least 85% of the funds requirements apply to taxonomy alignment of their services and the
raised by the bond are private issuers the funded projects reliability of their reviews

allocated to taxonomy
aligned activities (*political
v Requirementscon) Transparency and External review
Before issuance, issuers will be required to publish a ‘green bond factsheet’ for a ‘pre-issuance review’ by an external reviewer
b. Once issued, issuers will be required to publish yearly reports showing the allocation of the proceeds
c. Once all the bond proceeds have been allocated, the issuers will be required to obtain a ‘post-issuance review’
d. Inaddition, a requirement to publish at least one report on the overall environmental impact of the bond

Q

v Grandfathering
If the EU Taxonomy Technical Screening Criteria change after bond issuance, pre-existing criteria can be used for five more years

Kern Alexander ©



EU Green Bond Standard (3/3)

Next Steps

Standardized template (for voluntary use)
The Commission will publish standardized EU templates for issuers of green bonds and other bonds with environmental objectives

to report information on the taxonomy-alignment
The use of templates will reduce administrative burdens and uncertainty for both issuers and investors

Registration and Supervision Regime
The Regulation also creates a regime for the registration and supervision of external reviewers.

External reviewers assess green bonds in detail and provide confirmation to investors about their environmental credentials.

Two types of flexibility proposed for Sovereign Issuers
The ability to use state auditors instead of external reviewers to review the allocation report (existing EU common practice for

green bond issuers)
An exemption from having to demonstrate project-level EU Taxonomy-alignment for certain public expenditure programmes (e.g.

funding or subsidy programmes and tax relief schemes)
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EEA and Green Bonds

e On 25 May 2022, Iceland, Liechtenstein and Norway submitted a joint EEA EFTA Comment on the legislative
proposal for a Regulation on European green bonds.

e While the EEA EFTA States support the general supervisory coordination role of ESMA, they note that the
registration and direct supervision of external reviewers, a role the Commission has proposed for ESMA, would
benefit from the local expertise of the national supervisory authorities.

e Accordingly, the EEA EFTA States recommend that the competence for registration and direct supervision of
external reviewers be performed by the national supervisory authorities, subject to the coordination role of ESMA

e Source: https://www.efta.int/EEA/news/EEA-EFTA-
Comment-European-Green-Bonds-Proposal-529991)

(PN: No more recent developments on this matter evident from
the homepage of EEA/EFTA than the ones from 25 May 2022)



https://www.efta.int/EEA/news/EEA-EFTA-Comment-European-Green-Bonds-Proposal-529991
https://www.efta.int/EEA/news/EEA-EFTA-Comment-European-Green-Bonds-Proposal-529991

Overview of EBA’s publications and upcoming deliverables

ITS on Pillar 3 disclosures on ESG
risks (implementation from 2023,
further updates planned)

EBA’s advice to EU COM on Green
Asset Ratio under the Taxonomy
Joint ESAs RTS under Sustainable
Finance Disclosure Regulation
(implementation from 2023,
consultation ongoing)

Joint ESAs RTS on sustainability
disclosures for STS securitisation

= Monitoring of ESG risks

Monitoring of climate-related
financial stability risks by EC,
ECB, ESAs and NCAs

P
H

Discussion paper on the role of
environmental risks in the
prudential framework (published in
May 2022, final report in 2023)

ITS on the inclusion of banks’ exposures
to ESG risks in supervisory reporting

Pillar 3 and other

disclosures

ESG risk
monitorin

Supervisory
------ reporting

Pillar 2: risk mgmt
and supervision

= Report on ESG risk management and supervision (June

2021)

= Update of various guidelines to incorporate ESG

considerations — loan origination, governance,
remuneration

= Report on incorporating ESG aspects in supervision of

investment firms (October 2022)

= Guidelines on ESG risk management (consultation in

2023/2024)
Review of SREP Guidelines

Stress testing

Industry
standards and

= Pilot climate exercise (April 2021)

= One-off cross-sector system-wide climate
stress test (launch 2023/2024)

= Guidelines on banks’ ESG risks stress
testing (consultation in 2023/2024)

= Regular EU-wide climate stress tests

= Joint ESAs Guidelines on supervisory
stress testing

labels and
green-washing

Report on sustainable securitisation (March 2022)

Advice on green retail loans and green mortgages
(December 2023)

Advice on greenwashing (progress report published on 1
June 2023, final report by May 2024)

Commission and ESAs expected to assess the need for
standards for sustainable loans and bonds




