Joint Committee
on Climate Change

TASK FORCE ON CLIMATE-RELATED
FINANCIAL DISCLOSURES (TCFD)
APPLICATION GUIDE FOR MALAYSIAN
FINANCIAL INSTITUTIONS

Issued on: 29 June 2022



Contents

INTRODUCGTION ... ..ottt ettt ettt e s ettt e s et e s e ne et e s e se et e s aase et e s aane et e s e ase et e e s s s e eeeeamneeeesanseeeesmneeeesamnneeesannneeesannneeens 3
GOVERNANCE ...ttt ettt e e ettt e e et r e s e s et e e s mr et e e e s s et e e e s se e e e e s b e ee e s a s et e e e n s e e e e e an s e e e e annneeesannreeesanreeesannreeesanrens 7
AL BASIC....c e e e e e e e e s s a e e s s b et e s s e e e s earae 7
B.  STRETCH. ..o e et e e s b e e e s b et e s b e e e s e b bt e e s e b e e e s s bb e e e s snbeeessanrees 10
STRATEGY ...ttt ettt ettt e ettt e e sttt e e s st et e e s aube e e e s aab et e e s amb e e e e s aa b e e eesaa s e e e e s aa s e e eesaas e e eesaabeeeesaasaneesaasaneesanreneesasnneessans 12
A, BASIC....eee et e e b e e s e b et e e e e b ettt e e b e et e e e b et e e e e b et e e s e b en e e e e beeee e e b e eee e e raneeeeareneesaaraneeeaan 12
= T 1 3 = 0 DO PR PSP 14
RISK MANAGEIMENT ...ttt a e e s b e e s b e e e s s bbb e e s e b e e e s s bba e e s snbaeessnras 17
AL BASIC....c ettt st e s a e e s e b et e e et e e s s ba e e e s s raeeessan 17
B.  STRETCH. ...t e e e s e a et e e e e e s b b e et e e e e e s s bbb e et e e e e s s s nban et e e e e e s esannranaees 19
IMIETRICS & TARGETS ...... .ottt ettt e ettt e et e e st e e e e s ab et e e e ab et e e s anb e e e s nnbeee s nnbeeesannbeeesannaeesenrenesenres 22
AL BASIC....ccc e e et et e st e et e et e e s e b et e e s e b et e e s e ba e e e s e baeeesenraeeesnane 23
B.  STRETCH. ...ttt e e e s et e e s a e e e s b bt e e s b e e e s e bb e e e s e sb e e e s ssbeeessnreeessnres 27
APPENDIX A ...ttt ettt e et e e st e e s et e e e b et e s et e e s e b et e e s e b et e e s e b et e e s e b et e e s e bae e e s eraneesnane 31
[END OF DOCUMENT] ...etteittteette ettt ettt sttt e st e sttt e subeesbeeebteesabeesuteesabeesabeeesubeesabeeasbeesabaeesabeesabeesasbeesabeessbeesnteesnseeesareesnses 82



Joint Committee  repp Application Guide

on Climate Change

©C3

INTRODUCTION

Purpose and Background

Purpose and benefit of TCFD Recommendations: The Financial Stability Board (“FSB”) established the Task Force on
Climate-related Financial Disclosures (“TCFD”) to develop recommendations for more effective climate-related
disclosures to facilitate more informed financial and business decision-making in addressing climate-related risks and
opportunities. Enhanced disclosures would enable stakeholders to better understand and assess companies’ exposure
to and management of climate-related risks in a transparent and consistent manner. Among the benefits of
implementing the TCFD Recommendations include:

(i) easier or better access to capital driven by increased investors’ and financiers’ confidence,

(ii) more effectively fulfilling existing disclosure requirements pertaining to reporting of material information in financial
filings, and

(iii) better understanding as well as management of material risks that revolve around climate change in a more strategic
and comprehensive manner.

Challenges of implementing TCFD Recommendations and recent key developments: The number of TCFD supporters
has grown from 237 at the end of 2017" to over 2,600 supporters as of October 2021, of which 1,069 are financial
institutions.?2 However, despite this growing number of supporters, not all supporters are able to align their disclosures
to the TCFD Recommendations. In this regard, several challenges in implementing the said Recommendations have been
highlighted in TCFD’s 2021 Status Report, including (but not limited to):

(i) Challenges throughout the process of conducting financial impact analysis, starting from organizational alignment
and support through data acquirement, attribution of risks and opportunities, and estimation of potential impacts.

(ii) Challenges to secure buy-in to disclose the results of financial impact analyses considering reliability of data,
litigation of risk, and competitive disadvantage.

Similarly, a survey on ESG readiness in the Malaysian banking sector indicates that the top challenges of embedding ESG
factors into risk assessments are low quality customer disclosures and ESG awareness, as well as limited access to
counterparty data®.

The challenges above can result in inaccurate assessment of climate risk profiles and ineffective formulation of climate
strategy across financial institutions. Notwithstanding such challenges, the TCFD encourages businesses to adopt a
stepwise approach to disclosure rather than opting not to disclose. Financial institutions may consider disclosing general,
qualitative information as a start and then progress towards more specific, quantitative data and information over time.*

According to the Climate Risk Disclosure Barometer 2020 Malaysia, which assessed the coverage as well as quality of
climate risk disclosures (benchmarked against TCFD Recommendations) of the Malaysian financial services sector,
financial institutions in Malaysia consistently lagged behind the global industry average. For instance, financial
institutions in Malaysia scored an average of 20% for coverage of Governance-related aspects as compared to the global
industry average of 54%. In terms of quality of disclosures, they achieved an average score of just 4% for Governance as
compared to a global industry average of 26%.°> These findings re-affirm a similar assessment of climate-related

! https://assets.bbhub.io/company/sites/60/2020/10/FINAL-2018-TCFD-Status-Report-092518.pdf
2 TCFD supporters denote that an organisation believes the recommendations provide a useful framework to increase transparency on climate-

related risks and opportunities within financial markets. For companies, support is a commitment to work toward their own implementation of the
TCFD recommendations. https://www.fsb.org/wp-content/uploads/P141021-1.pdf

3 https://www.pwc.com/my/en/publications/2021/accelerating-esg-integration-in-malaysian-banks.html

4 https://www.ey.com/en_gl/financial-services-technical-resources/task-force-on-climate-related-financial-disclosures-report-playbook and
https://www.fsb.org/2020/10/2020-status-report-task-force-on-climate-related-financial-disclosures/

5 Coverage: a score of 100% indicates that the company has addressed all the recommendations. Quality: A score of 100% indicates that the
company had adopted all the recommendations and the quality of the disclosure met all the requirements of the TCFD (i.e. gaining a maximum
score of 5 for each of the 11 recommendations).

https://assets.ey.com/content/dam/ey-sites/ey-com/en _my/topics/climate-change/ey-climate-risk-disclosure-barometer.pdf
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https://www.ey.com/en_gl/financial-services-technical-resources/task-force-on-climate-related-financial-disclosures-report-playbook
https://www.fsb.org/2020/10/2020-status-report-task-force-on-climate-related-financial-disclosures/
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disclosures made by Malaysian financial institutions undertaken by JC3 Sub-Committee 2 in 2020. Clearly, there is a
pressing need for practical guidance on climate-related disclosures for the industry. ¢

On a related development, Bank Negara Malaysia (“BNM”) is currently developing a set of guidelines for climate risk
management as well as climate scenario analysis to further facilitate TCFD-aligned disclosures by Malaysian financial
institutions. On the part of the practitioners, 64% Malaysian banks have indicated plans to adopt TCFD in the next 2
years.’

It is worth noting that recent key developments around particular aspects of climate-related disclosures warranting
further guidance have also motivated the proposed guidance laid out in this Guide. For instance, The Global Carbon
Accounting Standard, developed by the Partnership for Carbon Accounting Financials (“PCAF”), has proposed a set
financed emissions-related metrics for financial institutions (e.g. those pertaining to climate-related metrics including
developments that inform the circumstances in which Scope 3 emissions disclosures are appropriate).

Separately, the IFRS Foundation announced the formation of an International Sustainability Standards Board (“ISSB”) in
November 2021 to develop a baseline global sustainability reporting standard, building on the foundation of the widely
accepted TCFD Recommendations and the work of an alliance of sustainability standard setters. On its part, the TCFD
has also published Guidance on Metrics, Targets and Transition Plans to support preparers in disclosing decision-useful
information and linking those disclosures with estimates of financial impacts.

Purpose and context of JC3 application guide: Recognising the urgency for financial institutions in Malaysia to accelerate
efforts to manage climate-related risks as well as opportunities, this application Guide forms part of a broader range of
JC3 initiatives to support the progressive implementation of climate-related disclosures that are aligned with TCFD
Recommendations. Drawing reference from a selection of good practices adopted by financial institutions who are
regarded as leading peers in this space globally as well as drawing upon related studies and surveys, the Guide was
developed by the Malaysian financial industry within the context of the Malaysian economy and financial system. The
primary underlying aim is to support financial institutions who are stepping up efforts to implement the TCFD
Recommendations in phases beginning 2022.

This “by practitioner, for practitioner” Guide outlines key recommendations supplemented by the relevant descriptions,
guidance notes, considerations and examples that could be utilised as practical resources to help financial institutions
improve their disclosures. Most recommendations made are applicable / relevant to a range of financial institutions (e.g.
banks, insurers/takaful operators, asset managers/owners). As for recommendations that are more sub-sector specific,
financial institutions should refer to the corresponding TCFD Supplemental Guidance for Banks, Insurance Companies,
Asset Owners and Asset Managers, as deemed appropriate.

The Guide is intended to be a supplement to the guidance provided by the TCFD and to be read alongside other
relevant/applicable guidance and/or requirements be it jurisdiction-specific or otherwise (e.g. Bursa Malaysia’s
Sustainability Reporting Guide, Value-based Intermediation (“VBI”) related documents® by Bank Negara Malaysia and
VBI Community of Practitioners, etc). The Guide is not intended to promote stand-alone climate reporting, and financial
institutions are encouraged to incorporate climate-related data into their reporting alongside other financial and non-
financial data as deemed appropriate. This Guide is also adapted to the context of financial institutions in Malaysia,
taking into consideration varying sizes, complexity, maturity, appetite, and practices. For instance, examples of local and
international practices are given to account for different levels of maturity and readiness of financial institutions to
disclose as per TCFD’s Recommendations. Global practices would serve as a benchmark for Malaysian financial
institutions aspiring for a more robust level of climate governance and disclosure.

6 https://assets.ey.com/content/dam/ey-sites/ey-com/en _my/topics/climate-change/ey-climate-risk-disclosure-barometer.pdf
7 https://www.pwc.com/my/en/publications/2021/accelerating-esg-integration-in-malaysian-banks.html
8 Access VBI related documents through www.aibim.com
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It is worth noting that, as an extension of this initiative, disclosure guides for Malaysian businesses will be developed in
2022.

Applicability: As climate change is a material source of risk that could pose significant threats to the stability of our
financial markets and economy, supervised financial institutions are expected to integrate climate-related risks and
considerations into their governance framework arrangement, organisational structure, business strategies, corporate
planning and risk management practices. In the effort to promote transparency through progressive disclosure of
climate-related risks and information in line with the TCFD Recommendations, this Guide is developed as a source of
reference for financial institutions and, in particular, those supervised by Bank Negara Malaysia and Securities
Commission Malaysia. The Guide is designed for the following financial institutions (local & foreign):

Commercial banks

Islamic banks

Investment banks

Development financial institutions
Insurance and reinsurance companies
Takaful and retakaful operators

Fund management companies
Institutional investors

O No U A WN R

In addition, this document can be used as a reference by other entities to guide their climate-related measures and
disclosures including preparers as well as users of climate-related disclosures such as rating agencies, research houses,
etc.

Please note that, given the rapid pace of development of best practices as well as accompanying disclosures pertaining
to the effective management of climate-related risks & opportunities, the Application Guide is expected to evolve in
tandem especially via the incorporation of the latest advances and examples.

Phases of implementation: Financial institutions, particularly in developing and emerging markets, are typically in the
preliminary stages of producing scientifically informed, meaningful climate-related financial disclosures. In the area of
climate-related reporting, methodologies and best practices are rapidly changing. As a result, a flexible approach is
needed. Once initial climate-related reporting is published, financial institutions are encouraged to continue enhancing
their disclosures in line with the TCFD Recommendations to facilitate more effective assessment, comprehension and
decision-making by key stakeholders.

As an illustrative implementation path,® financial institutions in Malaysia would begin publicly disclosing climate-related
considerations (e.g. within their annual report or sustainability report) and also start to view climate-related risks and
opportunities as mainstream business and investment considerations. As adoption of the TCFD Recommendations
increases as a consequence of increasingly facilitative yet stringent regulatory policies, collaborative industry-wide
initiatives as well as increasingly persistent investor activism, financial institutions would disclose more robust technical
information (e.g. various relevant metrics & targets and scenario analysis undertaken) with greater maturity and within
appropriate context.

With more complete, consistent, and comparable information for market participants, there will be increased market
transparency and credible pricing of climate related-risks and opportunities. This will eventually lead to better
management of climate risks and opportunities within and across the entire financial ecosystem. Financial institutions
are then encouraged to innovate and further enhance climate-related initiatives beyond the TCFD Recommendations.

Notwithstanding the intention to preserve the inherent flexibility that underpins the TCFD Recommendations, it may be
helpful to provide an indicative timeframe for adoption of certain recommendations contained within this Application

9 https://assets.bbhub.io/company/sites/60/2020/10/TCFD Booklet FNL Digital March-2020.pdf
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Guide. Setting such a timeframe may aid financial institutions, especially those who are at the initial stages of adoption,
in terms of guiding the rollout of their respective strategic implementation plans vis-a-vis TFCD Recommendations.

After having considered the distinctive nature of each disclosure recommendation (including the underlying policies,
processes and practices that need to be established to facilitate such disclosures, where applicable), the recommended
timeframe for implementation of all Basic Recommendations is within a period of up to 24 months. Put simply, for a
financial institution that has yet to address any of the recommendations made, the assumption is that all Basic
Recommendations could be adopted within 24 months.

As Stretch Recommendations are linked to more sophisticated underlying practices, their adoption should be dependent
upon a financial institution’s overall climate risk exposure and/or complexity of operations. Hence, each financial
institution is expected to conduct their own assessment on the extent to which they should adopt Stretch
Recommendations and the corresponding timeframe for implementation.

Acknowledgement: The Guide was prepared by the JC3 Sub Committee 2 on Governance & Disclosures as well as other
supporting institutions comprising:

Allianz Malaysia Berhad
Bank Negara Malaysia
BNP Paribas Asset Management Malaysia
Bursa Malaysia
CIMB Bank Berhad
Hong Leong Bank Berhad
Institutional Investors Council Malaysia
Kumpulan Wang Persaraan (Diperbadankan)
Malayan Banking Berhad
PricewaterhouseCoopers Risk Services Sdn Bhd
RAM Sustainability
Securities Commission Malaysia
United Overseas Bank (Malaysia) Bhd
WWF-Malaysia
Zurich (Insurance and Takaful), Malaysia
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Within a financial institution’s framework, climate governance represents policies, roles, responsibilities and decision-
making that are associated with managing climate-related risks and opportunities. Governance disclosures form an
integral part of an institution’s climate-related commitments and how it will achieve them explicitly, by describing the
oversight role of the board, as well as management’s role in relation to climate risks and opportunities.

TCFD encourages companies to disclose their climate governance through a phased approach. In the early phase,
financial institutions may disclose foundational elements such as the board’s oversight and management’s role in
assessing and managing climate-related issues, showcase the boards’ sustainability credentials, and disclose capacity
building conducted for board members and management on sustainability.

In the next phase, financial institutions may consider disclosing climate-related topics discussed during board meetings,
the setting up of a separate committee on climate-related matters and integrating sustainability with key performance
indicators (KPIs) of the board and top management.

The Implementation Guide presents two phases (Basic and Stretch) as follows:

A. BASIC

Recommendation G1:
Board Oversight of Sustainability and Climate-related Matters

Description

Disclose nature of Board oversight and accountability with respect to sustainability and climate-
related matters, risks and opportunities.

Guidance
Notes

Businesses have been facing calls from shareholders and stakeholders to proactively manage
environmental, social and governance (ESG) matters, including climate-related risks and
opportunities. Financial institutions, in particular, need to demonstrate how sustainability and
climate change considerations are integrated into the Board’s strategic decision-making process,
along with risk management frameworks, and financial planning.

Board oversight and accountability are crucial to driving long-term value creation and building trust.
It is important to disclose where the primary responsibility at the Board level for sustainability issues
including climate-related matters resides, for example, whether it is with the board as a whole, or
with a specific Board-level committee or sub-committee.

The Malaysian Code on Corporate Governance (MCCG) emphasizes that effective board leadership
and oversight require the integration of sustainability considerations into corporate strategy,
governance and decision making; and a well-articulated long-term strategy as well as a clear plan on
sustainability including supporting the global transition to a net-zero economy will distinguish
themselves by building the confidence of the stakeholders.

Key
Considerations

1. Who has oversight responsibility of sustainability issues, including climate-related matters?

2. Does the Board have a clear view of sustainability and climate-related risks and opportunities,
and how these are integrated into long-term strategic planning?

3. In the case of a company group, has the assessment of material sustainability and climate-
related risks and opportunities been considered from a group-wide perspective?

4. How is the Board apprised of sustainability/climate-related matters?

5. How frequently does the Board convene meetings to deal with sustainability-linked topics
including climate-related matters?
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6. How does the board monitor and oversee progress against goals and targets for addressing
climate-related issues?

Note: For relevant example(s), please refer to Appendix A.

Recommendation G2:
Sustainability Governance Structure Including Climate-Related Matters at the Management Level

Description Disclose management-level sustainability governance structure as well as processes for
sustainability and climate-related matters, including accountability, responsibility, and decision-
making.

Guidance Financial institutions should set out the structures as well as processes to ensure sustainability-

Notes related (including climate-related) risks and opportunities can be identified, monitored, assessed

and managed in a timely and effective manner. In order to do this, there is a need for clear roles and
responsibilities defined at the relevant management level(s) and business units, including risk
management, corporate strategy, finance, audit and others. Relevant reporting lines for
sustainability and climate matters within the institution should be disclosed, including reporting to
the ultimate oversight body.

Key 1. What are the roles and responsibilities of the management at various levels in integrating

Considerations sustainability and climate-related matters into business strategies and processes? Who are the
various parties involved, and how are they measured and managed to ensure alighment?

2. What are the processes for reviewing climate-related risk management and policies, managing
sustainability matters including climate-related considerations, both from the risk as well as
opportunity perspectives?

3. How does the financial institution measure, manage and monitor the progress / implementation
of sustainability as well as climate-related initiatives, e.g. through appropriate metrics and/or
against pre-set goals / targets?

Note: For relevant example(s), please refer to Appendix A.

Recommendation G3:
Sustainability and Climate-related Board Credentials

Description Disclose sustainability and climate-related credentials, experience and individual biographies for
Board members.

Guidance The Board plays critical role in driving long-term shareholder value, ensuring ESG risks and trends
Notes are integrated into business strategy. This would mean that Board members need to have the
knowledge and competencies to oversee the identification, monitoring and management of
material sustainability and climate-related issues.

Board members’ sustainability as well as climate-related skills, proficiencies, and experience should
be disclosed, to instil confidence and as a signal that the financial institution is taking its material
sustainability-related matters seriously.

Key 1. Does the board possess the relevant knowledge, expertise and experience pertaining to
Considerations sustainability as well as climate-related matters?
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2. Are ESG skills included as part of the Board skills matrix, and aligned with long-term business
strategy? Are the skills of each director, including ESG-related proficiencies disclosed?

3. Is the Board taking proactive measures to promote the diversity of skills and experience of the
Board, both in existing Board members and when considering new Board members?

4. Who is responsible for evaluating sustainability competency on the Board?

Note: For relevant example(s), please refer to Appendix A.

Recommendation G4:
Sustainability and Climate-Related Training

Description

Disclose the initiatives undertaken and training programmes conducted annually to build capacity
of Board members and management on sustainability issues including climate-related matters.

Guidance
Notes

Continuous learning and on-going training programmes are crucial to equip the Board with cutting-
edge knowledge and to help them keep abreast with changes in sustainability and climate-related
developments, including climate science and regulatory changes.

Board and senior management training should be regarded as a strategic priority for the financial
institution. With comprehensive sustainability and climate-related learning programmes in place,
the Board and management will be better able to manage sustainability and climate-related risks
and opportunities faced by the institution.

Key
Considerations

1. Does the financial institution have continuous learning programmes in place for the Board and
senior management?

2. Does the financial institution disclose the focus areas of the training programmes conducted?

3. What are the specific sustainability and climate-related training programmes conducted for the
Board and senior management?

4. Do the sustainability training programmes include practical exposures such as site visits, case
studies and knowledge sharing sessions by other companies?

Note: For relevant example(s), please refer to Appendix A.

Recommendation G5:
Sustainability and Climate-related Discussions in Board Meetings

Description Disclose the frequency of Board meetings per year in which sustainability and climate-related issues
have been a substantive agenda item, and a summary of key climate-related issues and initiatives
deliberated.

Guidance There is increasing expectation for Boards to be proactive in evaluating key sustainability risks and

Notes opportunities, including those related to climate change. Better transparency and consistent

disclosures would aid investors to make informed investment decisions; and for rating agencies to
more accurately evaluate material aspects of a financial institution’s sustainability performance.

There should be disclosure on the frequency of the Board discussions on sustainability, as well as
disclosure on the specific issues discussed. Disclosing sustainability issues discussed during Board
meetings is an opportunity for the Board to use transparency to promote more effective
communication with its stakeholders.
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Key
Considerations

1. How frequently does the Board/Board committee discuss climate-related issues?
2. What are the key sustainability and climate-related matters that have been discussed and
debated at the Board level?

Note: For relevant example(s), please refer to Appendix A.

Recommendation G6:
Sustainability/Climate-linked Remuneration

Description

Link Board of Director (excluding independent directors) and top management remuneration to
performance against specified sustainability and climate-related targets.

Guidance
Notes

Based on United Nations Principles of Responsible Investment (UNPRI) recommendations,
appropriate mechanisms and structures are needed to link remuneration to directors’ (excluding
independent directors) and top management performance to ensure long-term value creation.
Specifically, directors’ (excluding independent directors) and top management performance should
be linked to sustainability and climate-related goals and/or metrics. Details of how remuneration is
linked to climate-related initiatives should be disclosed.

There are four key dimensions to consider when linking remuneration to climate-related goals
and/or metrics, which are internal and external targets; how to keep track of and measure progress
towards those goals; what time frames to use; and how to determine achievement of targets.°

Sustainability linked remuneration can include KPIs in the relevant performance scorecards which
form the basis of remuneration. Sustainability linked remuneration are applicable to management
and Executive Directors. For clarity, this requirement is not applicable to independent directors and
non-executive directors.

Key
Considerations

1. Does the financial institution disclose its sustainability/climate-related goals/metrics for the
Board and top management?

2. Does the financial institution disclose the implications of performance on sustainability/climate-
related matters on remuneration-for Board and top management?

3. What specific sustainability/climate-related goals/metrics have been adopted and over what
time horizons?

4. How are these goals/metrics determined, and by whom?

5. How does the Board and top management monitor the progress towards achievement of
established goals/metrics?

Note: For relevant example(s), please refer to Appendix A.

B. STRETCH

Recommendation G7:
Separate Committee on Sustainability and Climate-related Matters

Description

Set up a separate committee to oversee sustainability-related matters, reporting to the Board of
Directors for all sustainability and climate-related matters.

10 https://www.pwc.com/gx/en/issues/reinventing-the-future/take-on-tomorrow/download/Linking-exec-pay-ESG.pdf

10
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Guidance
Notes

A dedicated Board committee for sustainability can provide better guidance and added focus on
climate-related and other sustainability strategies. The committee can also steer and oversee
complex strategies such as pivoting the financial institution’s business towards a low carbon
economy, while encouraging and assisting its clients and investees to do the same.

The committee’s roles and responsibilities should be clearly defined, and should include serving as
a driver, critic, as well as knowledge centre of sustainability for the institution. The Board committee
for sustainability should have a good proportion of independent directors, including directors with
relevant sustainability competencies as well as experience.

The board level committee is not necessarily required for each entity. The function can leverage a
group-level committee, particularly for country level entities and for foreign Fls. The committee
must be focused on sustainability, but can also have other related functions, such as governance.

Key
Considerations

1. What are the objectives and scope of the Sustainability Committee and where does the
committee sit within the financial institution’s overall governance structure?

2. What are the roles and responsibilities of the Sustainability Committee?

What is the frequency of committee meetings?

4. How would the composition of the committee be decided, including diversity in terms of
members’ skillsets, viewpoints and input?

w

Note: For relevant example(s), please refer to Appendix A.

11
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Financial institutions should describe and discuss how climate-related risks and opportunities are identified, assessed
and managed. Disclosures relating to strategy should identify the type, extent/magnitude, and time scales of exposure
to material climate issues, including possible outcomes/impacts of climate-related risks and opportunities. In doing so,
the institutions should pay particular attention to providing visibility in terms of how business strategy, including financial
planning and analysis, integrates responses to such risks and opportunities. Financial Institutions should also develop
climate-resilient strategies, taking into account different climate scenarios including a 2°C or lower scenario.

Financial institutions should first identify the risks and opportunities related to climate, assess how those risks and
opportunities affect their business model and performance, and disclose their strategy and risk appetite on climate risks.
In the advanced level, financial institutions may perform climate scenario analysis to ensure climate alignment to their
values and strategy.'

The Implementation Guide presents two phases (Basic and Stretch) as follows:

A. BASIC

Recommendation S1:
Identification of Climate-related Risks and Opportunities

Description

Review the financial institution’s strategy to identify and disclose climate-related risks and
opportunities over the short-, medium-, and long- term.

Guidance
Notes

Financial institutions should identify material sustainability and climate-related risks as well as
opportunities arising from their existing operations. In addition, any planned strategies and
initiatives should be tested for climate resilience. In providing a more holistic picture, financial
institutions may also explore on how climate related issues could have a material financial impact
on the organisation and the interdependencies among the factors that affects the ability to create
value over time.

Plans and business outcomes that are not aligned with the relevant national policies and/or
international agreements such as the Paris Agreement could potentially expose the institution to
certain transition risks.

As per TCFD Recommendations, specific time frames pertaining to key risks and opportunities
depend on considerations such as the useful life of the institution’s assets, and the distinctive
natures of the climate-related risks based on sectors and geographies in which they operate.

Key
Considerations

1. What climate-related risks and opportunities are material to the financial institution’s
operations and business goals over the short-, medium- and long-term? How did the financial
institution identify such risks and opportunities?

2. Has the financial institution established or identified the relevant internal key risk
indicators/measurements to monitor and trigger actions on/responses to climate-related risks
and opportunities? Is there a policy and procedure in place for this?

3. Has the company considered or evaluated opportunities in creating sustainable financial
products and services, based on trends in relation to sustainability and / or climate change?

Note: For relevant example(s), please refer to Appendix A.

" https://www.fsb.org/wp-content/uploads/P291020-1.pdf

12
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Recommendation S2:
Impact of Climate-related Risks and Opportunities

Description

Assess and disclose how climate-associated risks and opportunities could affect the financial
institution’s existing businesses, strategy, and financial planning.

Guidance
Notes

It is important that financial institutions understand and disclose the impacts of climate-related risks
and opportunities on their businesses, in terms of magnitude, timing and transmission mechanisms.
Consequently, the company should embed sustainability and climate risk considerations into its
overall enterprise risk management framework, utilising appropriate tools and metrics, for example
the impacts of climate related issues on the financial performance and position to build resilience.

The financial institution should adopt an institution-wide view of climate / environmental risk
exposures, and there should be an internal process for reviewing, managing, and monitoring
climate-related risks to ensure that appropriate and timely actions are taken to address them.

Key
Considerations

1. How much effort and resources are required to manage climate-related risks and to pursue the
opportunities identified? What skillsets are needed internally?

2. What external data or information is needed to assess climate-related risks and opportunities?

3. How often should risks and opportunities be evaluated/updated, given the rapid developments
on both science and regulations in the area?

4. |Is there a transition plan (or contingency plan) in place to manage/address the impacts
identified?

Note: For relevant example(s), please refer to Appendix A.

Recommendation S3:
Strategy and Risk Appetite on Climate Change Related Risks and Sustainability Measures

Description Disclose strategy and appetite with regard to climate-related risks and opportunities, and the
measures towards sustainability in the financial institution’s business activities.

Guidance In the process of identifying material climate-related risks and opportunities, the institution should

Notes clearly define and disclose their risk appetite for taking on climate-related risks, how it differs from,

and how it relates to their existing risk portfolio.

The financial institution should ensure transparency when disclosing their position/efforts
pertaining to climate-related risk management strategy and other sustainability-related matters
that reflect their strategy and business activities. For example:

(i) Acknowledging the existence of climate change issues and disclosing the institution’s
environmental impacts such as carbon footprint and energy use.

(i) Making clear commitments/pledges to demonstrate the institution’s resolve in taking
proactive measures to address climate issues, and how such commitments/pledges are
translated into their overarching strategy and actions.

(iii) If applicable, the description of how climate-related risks and opportunities are factored
into relevant products/investment strategies, and how of the products and investment
strategies might be affected by the transition to a low-carbon economy to various assets
classes.
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Key
Considerations

1. Is the financial institution’s stance on climate change/sustainability established and clearly
defined within their Board Charter/Risk Appetite/Internal Policy and Procedures?

2. Are sustainability and climate change incorporated in the institution’s vision and mission?

3. Are there institution-wide awareness programmes to cascade key strategies to the employees,
including focus on ESG elements?

Note: For relevant example(s), please refer to Appendix A.

B. STRETCH

Recommendation S4:
Scenario Analysis as an Opportunity to Improve Strategic Resilience and Explore Climate Vulnerabilities

Description Perform climate-related scenario analysis to assess potential business implications of climate-
related risks and opportunities over time and under different conditions as well as related strategy
to manage these.

Guidance Effects of climate change are likely to emerge over the medium- to long-term, but with unknown

Notes timing and magnitude. This poses a major challenge to financial institutions in understanding the

potential impacts to business strategies and financial performance.

Climate-related scenario analysis allows financial institutions to explore a range of possible scenarios
and develop an understanding of how various physical and transition risks and opportunities may
impact business over various time periods. A scenario analysis should have the following
characteristics:

(i) Plausible —the event(s) should be possible and have a credible narrative.

(i) Distinctive — each scenario must focus on a different combination of key factors and should be
clearly differentiated in structure, not variations on a single theme. Multiple scenarios should be
used to explore how different permutations and/or temporal developments on the same key
factors can yield different outcomes.

(iii) Consistent — each scenario should have sound internal logic. The goal of scenario analysis is to
explore the way differing combinations of factors interact, and each action should therefore
entail a reaction.

(iv) Relevant — each scenario, as well as set of scenarios taken as a whole, should contribute specific
insights into the future, especially in relation to strategic and/or financial implications.

(v) Challenging — each scenario should challenge conventional wisdom and simplistic assumptions
about the future. It should explore alternatives that will significantly change the basis for
business-as-usual assumptions.

Credible scenarios require estimates of the future such as population, economic activity, governance
structure, social values and technological advancements. These can serve as “meta-scenarios” to
provide overall context and a set of macro trends, based on which specific scenarios can be
developed.

The financial institution should disclose clear time horizons for the management of climate-related
risks and opportunities, including detailed milestones to show progress and to quantify business
impacts. Further considerations:
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(i) There is a need to draw explicit linkages between time horizons and specific climate-related
events and risks over each time horizon. These risks should have a material impact on the
financial institution.

(i) The description must consider the weighted average life of the financial institution’s portfolios
as well as time horizons used in internal forecasts (e.g. deferred tax assets).

(iii) The description must also consider the fact that certain physical climate impacts may manifest
over medium and longer time horizons, while others may manifest over the short-term (or are
already unfolding).

Financial institutions are encouraged to consider the following categories of climate-related risks
and opportunities when conducting scenario analysis (non-exhaustive):

(i) Market and technology shifts.

(i) Reputational considerations.

(iii) Policy, legal and regulatory environment.
(iv) Physical (acute and chronic).

A high-level view of the approach to be used when applying scenario analysis to climate-related risks
and opportunities is as follows:

(i) Ensure governance is in place.

(i) Assess materiality of climate-related risks to the company.

(iii) Identify and define range of scenarios which includes a range of transition and physical risks that
are relevant and material to the financial institution.

(iv) Evaluate business impact.

(v) Identify potential responses.

(vi) Document and disclose key inputs, assumptions, analytical methods, outputs, potential
management responses and communication to stakeholders and other relevant parties.

Financial institutions are encouraged to disclose the process for selection and review of scenarios,
as well as a of justification scenarios used, e.g. why the scenarios are applicable to the institution
and how they are supported by business judgment. Disruptive non-linear scenarios should also be
considered for inclusion.

1. Scenarios:

(i) Types of scenarios (e.g. based on International Energy Agency (IEA), Intergovernmental Panel on
Climate Change (IPCC), Network for Greening the Financial System (NGFS), etc.).

(i) Description of scenario (e.g. in-house vs. industry collaboration).

(iii) Source of scenario data e.g. available data provided by the National Hydraulic Research Institute
of Malaysia (NAHRIM) on sea level rise, flood risk area etc.

(iv) High-level outcomes by scenario.

2. Variables:
(i) Commentary on alignment with existing regulatory initiatives.

3. Assumptions and methodology:

(i) Description of key scenario assumptions.

(i) Description of segmentation methodology used across business segments.

(iii) Correlation of climate risk variables (i.e. physical and transition risks) to macroeconomic
variables.

4. Results:
(i) Firm-specific overlays, limitations and/or adjustments.
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(i) Exposure by sector and/or geography at year-end by defined time horizons (short-, medium- and
long-term).

The financial institution should provide a report of qualitative and quantitative analysis undertaken
as well as results obtained, together with the management implications and actions taken. The
disclosure should comprise:

(i) Whether physical and transition risks are considered separately or jointly, detailing possible
interactions if possible.

(ii) Results of scenario analysis/stress testing expressed in terms of earnings or value-at-risk under
multiple climate scenarios, and in the context of financial commitments and recent year
progress.

(iii) Description of resiliency of business model and recent strategic decisions.

(iv) Client/customer resilience considerations in stress test scenarios.

(v) Firm-specific description of sector resilience through stress test scenarios, including relevant
responses.

(vi) Investment/ lending portfolio (or asset level) performance under selected scenarios.

Other potential disclosures:

(i) Prioritisation framework for managing climate initiatives.

(ii) Climate risks of different sectors in the portfolio under different climate scenarios.
(iii) Climate-related risks and opportunities by business segment or geographical region.

Key
Considerations

1. What are the various relevant scenarios that are readily available? E.g. scenarios developed by
International Energy Agency (IEA) and Intergovernmental Panel on Climate Change (IPCC) could
be used to assess future vulnerability to climate change.

2. What is the nature of climate related risk and opportunities faced by the financial institution?
E.g. climate change impacts may vary significantly depending on industry, value chain position,
customers, stakeholders, geography and/or economic sectors.

3. How might the scenario analysis results be used by investors and other stakeholders? E.g.
investors may use them to consider potential investments, plan engagement activities and to
assess future performance.

4. How much details should be disclosed? E.g. key parameters used, assumptions, analytical
choices and business impact/effects for the scenario analysis.

Note: For relevant example(s), please refer to Appendix A.
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RISK MANAGEMENT

Financial institutions should integrate climate-related risks into their existing risk management processes. The process
of integration would be distinctive to each financial institution especially considering the sheer diversity of practices and
techniques to the management of risk where some institutions may use fully integrated, enterprise-wide risk
management processes while others may use risk management processes that are more focused.

Each financial institution should disclose how it identifies, measures, monitors, manages and reports climate-related
risks. They provide important insight to how the climate-related risks are integrated within firm-wide risk management
framework(s).

(1) Process for Identifying and Assessing Climate-related Risks

Financial institutions should describe their risk management processes for identifying and assessing climate-related risks.
An important aspect of this description is how they determine the relative significance of climate-related risks in relation
to other risks.

Financial institutions should describe whether they consider existing and emerging regulatory requirements related to
climate change (e.g., limits on emissions) as well as other relevant factors considered. Financial institutions should also
consider disclosing the following:

(i) processes for assessing the potential size and scope of identified climate-related risks;

(ii) definitions of risk terminologies used or references to existing risk classification framework(s) used; and

(iii) characterisation of their climate-related risks in the context of traditional banking industry risk categories such as
credit risk, market risk, liquidity risk, and operational risk.

(2) Process for Managing Climate-related Risks

Financial institutions should describe their processes for managing climate-related risks, including how they make
decisions to mitigate, transfer, accept, or control those risks. In addition, financial institutions should describe their
processes for prioritising climate-related risks, including how materiality determinations are made.

In describing their processes for managing climate-related risks, financial institutions should address key transition and
physical risks, as appropriate.

Process for Integrating (1) and (2) into Overall Risk Management
Financial institutions should describe how their processes for identifying, assessing, and managing climate-related risks
are integrated into their overall risk management.

The Implementation Guide presents two phases (Basic and Stretch) as follows:

A. BASIC

Recommendation R1:
Process for Identifying and Assessing Climate-related Risks

Description Disclose how the financial institution looks at existing and emerging regulatory requirements related
to climate change and other relevant factors.

Disclose the risk classification framework(s) used.

Disclose the risk terminology definitions used or existing risk classification framework(s) used.

Guidance The financial institution should explain its adherence to, or support for, the relevant and applicable
Notes climate-related public policies as well as regulations. In addition, it should provide clear definitions
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of risk terminologies (e.g. physical risk, transition risk, credit risk, market risk) and consider climate-
related risks in relation to existing risks.

Key 1. What kinds of climate-related risks are the financial institution exposed to?

Considerations | 2. What kinds of climate-related risk exposures (e.g. flood, hurricane, technological changes) and
other emerging regulatory related to climate change should be managed in addition to other
existing risks'??

Note: For relevant example(s), please refer to Appendix A.

Recommendation R2:
Process for Managing Climate related Risks

Description Disclose the financial institution’s risk management processes and controls.

Disclose the identities of individual(s)/function(s) responsible for oversight of climate-related risks
and its relationship with the business operations.

Guidance The financial institution should explain how climate-related risks are managed either independently
Notes or relative to other risks. After explaining key risk management processes and controls, the financial
institution should also outline the approaches used to enhance capabilities and incorporate climate
change risks into its existing risk management framework.

The financial institution should clearly identify the parties that are overseeing the management of
climate-related risks.

Key 1. What management processes are utilised (e.g. climate change risk inventory/taxonomy) to
Considerations manage climate-related risks?
2. How does climate-related risks relate to other existing types of risk (e.g. mapped across existing
risks)?

3. How does the financial institution prioritise its climate-related risks and, in particular, the
process by which materiality determinations are made for strategic planning purposes?

4. Has the financial institution established the relevant risk management governance (e.g. climate
risk committees at Board level or at the level of business units) to monitor key climate risks in
relation to other existing risks?

Note: For relevant example(s), please refer to Appendix A.

Recommendation R3:
Process for Integrating (i) Process for Identifying and Assessing Climate-related Risks and (ii) Process for Managing
Climate-related Risks; into Overall Risk Management.

Description Disclose the integration of processes for identifying, assessing, and managing climate-related risks
into overall risk management.

12 please note that, to address Recommendation R1 within the context of this Application Guide, Fls should provide disclosures that revolve around
climate-related risk exposures that materially impact their Malaysian operations. Moving beyond Basic, for Fls with operations that span foreign
jurisdictions as well, they are encouraged to disclose information on all reasonably foreseeable climate-related material risks that are distinctive to
their industry or the geographical areas in which the company operates. In this regard, disclosures should include sufficient and comprehensive
information that will fully inform investors of all material and foreseeable climate-related risks and potential opportunities e.g. products and
services & ability to further diversify business activities in correlations to the shift in consumer preferences.
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Disclose processes for prioritising climate-related risks, including how materiality determinations
are made within the financial institution.

Guidance
Notes

Where parts of integration of climate-related risks are still in progress, the financial institution
should provide an elaboration of its on-going plans as well as targeted completion timeframes to
fully embed identification, assessment and management of climate-related risks as part of its overall
Risk Management Framework.

Apart from integration of climate-related considerations (i.e. items (i) and (ii)) into the financial
institution’s overall Risk Management Framework (e.g. how physical and transition risks impact
overall credit and market risks) an explanation should also include how it helps in credit and
investment decision-making.

Key
Considerations

1. How does the financial institution integrate items (i) and (ii) into their risk appetite framework
and operational risk appetite statement?

Note: For relevant example(s), please refer to Appendix A.

B. STRETCH

Recommendation R4:
Process for Identifying and Assessing Climate-related Risks

Description

Disclose the financial institution’s risk management processes used to identify and assess climate-
related risks.

Disclose the financial institution’s climate-related risks and their significance within existing risk
categories such as credit, market, operational, liquidity risk.

Disclose the financial institution’s processes for assessing the potential size and scope of identified
climate-related risks.

Disclose key sectors in the financial institution’s portfolio that are identified as being highly exposed
to climate risk.

Set out the financial institution’s risk management controls or actions in managing impacts from
direct climate-related risks (i.e. through own operations).

Guidance
Notes

The financial institution should elaborate on the impacts of climate-related risks identified on its
clients and, where appropriate, by making reference to the relevant industry- and/or internationally-
recognised frameworks for identification of risks. In addition, the institution should disclose general
risk management processes used in identifying and assessing climate-related risks (alongside
existing risk factors) including determination of firm-wide vulnerability to climate change.

Key
Considerations

1. Does the financial institution disclose how climate-related risks were identified (e.g. by tracking
regulatory developments and/or engagements with stakeholders)?

2. Does the financial institution disclose the climate-related risk identification and assessment
tools used such as economic scenario planning, stress-testing, vulnerability assessment scales,
etc.?

3. Has the financial institution developed a methodology for assessing credit-rating impacts under
a 2-degree climate scenario?
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4. If there are still climate risk-related aspects that are yet to be included/integrated into the
institution’s risk management framework, has the institution established an indicative timeline
to do so?

Note: For relevant example(s), please refer to Appendix A.

Recommendation R5:
Process for Managing Climate-related Risks

Description

Disclose the financial institution’s processes for managing climate-related risks including decisions
to mitigate, transfer, accept, or control those risks.

Disclose improvements planned/completed by the financial institution to enhance capabilities and
incorporate climate-related risks into existing risk management framework.

Conduct training and employee readiness planning as well as programmes.

Disclose how the financial institution’s customers are engaged and helped in mitigating climate-
related risks.

Use metrics and targets to monitor progress in managing climate-related risks (i.e. exposure to, and
quantification of, risk types by business segment and jurisdiction).

Set out the financial institution’s risk management controls or actions in managing impacts from
indirect climate-related risks (i.e. through activities of its clients).

Disclose the financial institution’s exposure to, and quantification of, sustainable financing.

Guidance
Notes

The financial institution should elaborate on its identified or potential climate-related risks under
transition risk and physical risk categories, then discuss how the risks identified are managed using
various management models to better understand associated impacts and to determine the
appropriate responses. It can track progress for implementation of measures and manage these
through setting of appropriate metrics and targets.

The financial institution has to align risk management processes or measures to manage climate-
related risks with existing risk management processes.

Key
Considerations

1. Does the financial institution disclose the courses of action undertaken to manage climate-
related risks e.g. assigning dedicated teams to manage such risks?

2. Hasthe financial institution organised any relevant training and/or employee readiness planning
/programmes?

3. What is the approach adopted by the financial institution to effect improvements to the
management of climate-related risks e.g. conducting analysis, conducting enhanced due
diligence and/or provide recommendations to clients within sensitive sectors?

4. For insurers/takaful operators, what tools or instruments such as risk models are used to
manage climate-related risks in relation to product development & pricing? In addition, how
are risks generated by the rising propensity and severity of climate events being managed?

Note: For relevant example(s), please refer to Appendix A.
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Recommendation R6:
Process for Integrating (i) Process for Identifying and Assessing Climate-related Risks and (ii) Process for Managing
Climate-related Risks; into Overall Risk Management.

Description

Disclose how the financial institution has integrated climate-related risks into existing risk categories
such as credit, market, operational, insurance and liquidity risks.

Disclose how the financial institution has integrated climate-related risks into existing risk
framework(s) and/or directly into credit and investment decision-making (e.g. lending policies,
underwriting standards, risk ratings, pricing models).

Disclose the financial institution’s exposure to physical and transition risks within its operations and
business model, including concentrations of risk at portfolio and transaction levels, and by

geographical footprint.

Disclose the financial institution’s efforts in supporting clients through mitigating climate-related
risks via sustainable finance solutions.

Implement policies that restrict/divest from high-risk exposures and in line with international
commitments/frameworks.

Enhance the financial institution’s climate risk management framework to be more predictive.

Guidance
Notes

The financial institution should elaborate on the extent to which climate-related risks have been
integrated into its risk management framework(s), and where any further enhancements may be
required. This is inclusive of both transition and physical risks (e.g. consideration of how new
technologies could affect the different energy forms under Technology Risk, climate-related
exposures on credit portfolio by geographical footprint). Additionally, the financial institution should
also consider impacts of climate-related risks on existing categories of risk (e.g. how physical and
transition risks impact credit risk, market risk).

The financial institution should also disclose the integration of items (i) and (ii) by providing
descriptions of specific enhancements to existing processes (e.g. underwriting assessment, no. of
transactions approved, attestation).

Key
Considerations

1. Has the financial institution conducted environmental risk (and, in particular, climate-related
risk) assessments for new transactions and newly onboarded borrowers? If so, has the company
made in-depth disclosures in this area?

2. Has the financial institution made and/or disclosed any commitments to support clients in terms
of mitigation of physical and transition risks?

3. Has the financial institution disclosed how it embeds climate-related risks into existing risk
framework(s) such as embedding physical and transition risks to facilitate credit and investment
decision-making?

4. Has the financial institution developed sector-specific approaches to deal with
financing/insuring for sensitive/high risk sectors (e.g. specific policies or exclusion lists)?

5. Has the financial institution disclosed approaches used to ingrate items (i) and (ii) such as
descriptions of additional risk mitigation measures (e.g. new exclusion policies, updated risk
appetite statements)?

Note: For relevant example(s), please refer to Appendix A.
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METRICS & TARGETS

Financial institutions should put in place climate-related metrics and targets as a key part of their efforts in decarbonising
their financing or investment portfolios. These metrics and targets should be set in such a way that they will inform and
be informed by the institution’s governance, strategy, and risk management processes — effectively serving as the
connection between the aforementioned TCFD core elements with their respective recommended disclosures, as well
as their performance and transition plan.

To enhance transparency, each financial institution should disclose the climate-related commitments it made to
investors and other stakeholders (both internal and external) using the proposed metrics and targets in this Guide. This
will provide stakeholders with insights on how the financial institution is progressing against its commitments. Increased
transparency will also improve risk pricing which will lead to better asset and capital allocation, thereby driving change
in the real economy.

Financial institutions may also categorise the metrics and targets based on their use cases. The focus should revolve
around specific key purposes such as portfolio decarbonisation, transition finance, portfolio alignment, physical and
transition risk management, client engagement, among others. Such an approach would be helpful in scoping priorities
and providing a more holistic view of an institution’s long term, strategic action plan.

Metrics should be designed and selected based on the following guiding principles:

I.  Decision-useful
Chosen metrics should be meaningful in terms of providing adequate understanding of relevant climate risks
and opportunities, their potential financial impact and ultimately affect on decision-making in the institution.

Il.  Clear and understandable
Chosen metrics should be clearly defined and articulated, and wherever possible, contextualised against
comparable peers or benchmarks.

. Reliable, verifiable and objective
Chosen metrics should be based on robust, science-based methodologies and free from bias and value judgment,
therefore producing more objective disclosures.

V. Consistent over time
This is to ensure comparability of disclosures over time. Any changes in the methodology employed or data
should be explained accordingly.

Building on the selected metrics, financial institutions should disclose and describe the targets, and report performance
against them. This should be based on the institution’s overall climate ambition with regards to its current performance,
its future goals and the transition plan to get there.

While it is widely acknowledged that certain data gaps will be a considerable challenge in implementing robust metrics
and targets, financial institutions should first start with the basic recommendations detailed in this document. In the
process of doing so, financial institutions will engage and nurture clients, thus setting a phased level of expected
disclosures from them. This will also trickle down to other stakeholders, such as rating agencies and data providers,
translating into a domino effect which will eventually pave the way in bridging the necessary data gaps.

The metrics and targets provided in this Guide are applicable to all financial institutions. However, certain metrics may
require contextualisation according to the institution’s business activities, relevant asset classes and their respective
client groups. Metrics and their methodologies may also evolve with the development of standards and framework over
time. Financial institutions are therefore encouraged to customise the metrics and targets to be fit-for-purpose while
keeping abreast with global and local development.

The Implementation Guide presents two phases (Basic and Stretch) as follows:
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A. BASIC

Recommendation M1:
Key Climate-related Metrics

Description Recommendation M1a - GHG Emissions
Historical and current GHG Emissions (Example unit of measure — MT of CO2e).

1. Absolute Scope 1 GHG Emissions.

2. Absolute Scope 2 GHG Emissions.

3. Absolute Scope 3 GHG Emissions (at minimum on business travel and employee
commuting).

Recommendation M1b - Transition Risks
Amount and extent of assets or business activities vulnerable to transition risks (Example unit of
measure — Amount or percentage).

1. Proportion of portfolio with exposure to assets or business activities vulnerable to transition
risks:

a. Concentration of credit exposure to/investments in companies with carbon-related

assets or business activities by sector!® e.g. energy, agriculture, construction,

transportation, mining and quarrying, waste, food and forest products.

Note: While this may require assessment on the exposure’s planned strategies to
respond to transition risk and opportunities (e.g. carbon tax), the financial
institutions may leverage on existing datapoints (e.g. information/assessment to
derive CCPT classification) to ascertain the carbon intensive exposure. The
information/assessment will evolve over time based on the maturity of the FI's
capacity in managing climate-related risk.

Recommendation M1c - Physical Risks
Amount and extent of assets or business activities vulnerable to physical risks (Example unit of
measure — Amount or percentage).

1. Proportion of portfolio with exposure to assets or business activities vulnerable to physical
risks:
a. Proportion of bank’s/insurer’s/takaful operator's/asset manager’s own property and
operation vulnerable to physical risk such as flooding, heat stress or water stress.

Recommendation M1d - Climate-Related Opportunities
Proportion of revenue, assets or other business activities (financing & investment) aligned with
climate-related opportunities (Example unit of measure — Amount or percentage).

1. Proportion of portfolio with exposure to low carbon assets or business activities. Examples
include (non-exhaustive):
a. (Insurance) Net premiums written related to energy efficiency and low-carbon
technology.
b. Percent of resilient infrastructure in investment portfolio.
Proportion of clients in hybrid and electric vehicle.
d. Financing / revenues from products or services that support the transition to a
low-carbon economy.

o

13 FIs may start by disclosing material exposures (e.g. selected portfolio or sectors) and enhance the disclosure in tandem with the improved data
points available to the Fls over time, to produce more granular level disclosure (e.g. all portfolios or sectors in more detailed breakdown).
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e. Proportion of homes financed that are certified to a third- party, multi-attribute
green building standard.

f.  Proportion of sovereign bond underwriting undertaken for countries with net zero
2050 targets.

g. Proportion of clients reporting against disclosure good practice e.g. CDP, TCFD,
SASB, CDSB.

h. Proportion of clients (lending/ securities underwriting) with explicit and credible
climate change risk mitigation plans.

i. Proportion of financing and investment in climate adaptation measures (e.g., soil
health, irrigation, technology).

j. Exposure to green activities calculated by dividing revenue from green activities of
investee companies / borrowers as defined by green taxonomy (e.g. BNM CCPT) by
total revenues of assets in portfolio/product.

Please note that financial institutions are expected to adopt and/or adapt any combination of the
above as deemed appropriate for their respective circumstances.

Recommendation M1e - Client Engagement
Client engagements on climate-related risks and opportunities (Example unit of measure —
percentage).

1. Proportion of total engagement meetings on climate risk/opportunity, broken down by
topic/theme.

2. Proportion/share of the portfolio for which engagement on climate-related
risk/opportunities has been a key topic.

Recommendation M1f - Capital Deployment
Amount of capital expenditure, financing, or investment deployed toward climate-related risks and
opportunities (Example unit of measure — Reporting currency).

1. Share of financial assets (e.g. loans/financing, investment assets) based on classification by
green taxonomy for example BNM'’s Climate Change and Principles-based Taxonomy
(“CCPT”).

Recommendation M1g - Remuneration

Proportion of director and/or senior management remuneration linked to sustainability
considerations (Example unit of measure — Percentage, weighting, description, or amount in
reporting currency).

1. Portion/weightage of directors and/or senior management’s remuneration linked to
sustainability-related KPIs (e.g. investments in related products, performance against
emissions targets).

Guidance
Notes

The financial institution should disclose key climate-related metrics Additionally, the institution
should contextualise all such climate-related metrics in terms of their relationships with other
metrics, especially linking to financial indicators when possible. Relevant considerations include
(non-exhaustive):

(i) Listing and descriptions of key metrics used to measure climate-related risks and opportunities.

(i) Descriptions should include methodology for assessing each metric.

(iii) Descriptions should contain an affirmation that the metrics are comparable and consistent
across various years and that there were no major methodological or formula changes between
years.
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(iv) If there were major methodology or formula changes between years, the report should make
this explicit and explain the rationale for the change.

(v) Association of financial metrics with climate-related metrics when possible.

(vi) Contextualisation of metrics in relationship to a specific project or target.

In relation to Scopes |, Il and Ill GHG emissions, disclosures should include:

(i) Disclosure of methodologies used to calculate emissions, along with which gases are factored
into GHG emissions (e.g. CO2, CH4, N20, HFC).

(i) Disclosure of existing scope/boundary of reporting and its underlying basis.

(iii) Consistent use of absolute/relative intensity metrics to enable understanding against targets,
featuring a year-to-year comparison when possible.

(iv) Inclusion of industry-specific GHG efficiency ratios if possible.

(v) Discussion of risks pertaining to the largest source of GHG emissions.

Key In presenting climate-related metrics and financial impacts and associated contextual
Considerations | information in their disclosures, financial institutions should provide the following:

(i) Types of measurements used including whether information comes from direct
measurements, estimates, proxy indicators, or financial and management accounting
processes and standards.

(i) Methodologies used such as the GHG Protocol for greenhouse gas emissions. Methodology
discussion for GHG emissions should include emissions factors, scope, and boundary.
Methodology discussions should also provide key business assumptions and which qualitative
or quantitative climate scenarios were used.

(iii) Changes in absolute and relative amounts over time including whether acquisitions,
divestments, or policies have affected results.

(iv) How results are connected with business units, company strategy, and financial results. Where
it aids understanding, the financial institutions should consider disaggregating information by
such categories as geographic area, business unit, asset, type, upstream and downstream
activities, source, and vulnerability of area.

(v) The criteria and indicators used to assess both the level and impact of actual and potential
climate-related risks and opportunities on operational and financial performance and position
in the reporting period and beyond (where the impact may affect planning, risk management,
and opportunity optimisation in future reporting periods).

The financial institution should also consider the provision of appropriate incentives for its
management in relation to the roles & responsibilities assumed in managing climate-related risks
and opportunities e.g. by incorporating GHG emissions / reduction targets within the
management's scorecard.

Recommendation M2:
Key Climate-related Targets

Description Set and disclose clear climate-related targets based on recognised metrics (including cross-industry,
sector-specific metrics and/or institution-specific metrics).

Guidance (i) Targets set should be quantitative and granular: Climate-related targets should be quantified,
Notes where possible, especially for metrics that are fully in the financial institution’s control, such as
amount of investment in physical risk reduction. Climate-related targets should also be granular
enough to enable tracking. The table below provides illustrative examples of quantitative,
granular targets across all cross-industry, climate-related metrics.
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Table D1
lllustrative, Quantified Targets

Cross-Industry, Climate-Related Metrics Quantified, Climate-Related Targets (/llustrative)

» Reduce net Scope 1, 2, and 3 emissions to zero by 2050, with
an interim target to cut emissions by 70% relative
to a 2015 baseline by 2035

* Increase shadow carbon price to $150 by 2030 to reflect
potential changes in policy

* Not applicable for external carbon price

» Reduce percentage of asset value exposed to acute and
chronic physical climate-related risks to 50% by 2050

€5 of commonly accepted » Ensure at least 60% of flood-exposed assets have risk

mitigation in place in line with the 2060 projected 100-year
floodplain

* Reduce percentage of asset value exposed to transition risks
by 30% by 2030, relative to a 2019 baseline

» Increase net installed renewable capacity so that
it comprises 85% of total capacity by 2035

Amount
by clima

ma 'ISgEIT\E'"It remuneration im \I'd::?':il « Increase amount of senior management remuneration
rations impacted by climate considerations to 50% by 2025

Amount
climate ris

d * Invest at least 25% of annual capital expenditure
into renewable energy

» Lend at least 10% of portfolio to projects focused primarily on
physical climate-related risk mitigation

Source: Adopted from Task Force on Climate-related Financial Disclosures Guidance on Metrics,
Targets, and Transition Plans (2021)

(ii) Targets should be designed by giving due consideration to the financial institution’s strategy

and forecasting (and, informed by scenario analysis and climate science): Climate-related
targets should be aligned with, and supportive of, the company’s strategy and strategic goals,
and informed by appropriate forecasting and climate science.
Financial institutions should consider providing a description of how climate scenario analysis
influenced the determination of targets and broader climate strategy. For GHG reduction
targets, the financial institution should specify which temperature pathway its target is expected
to align to. The institution should consider summarising the role of scenario analysis in
developing climate-related targets and testing of resilience under various outcomes (e.g.
choosing business relevant time horizons, testing achievability, determining contribution to
business resilience).

(iii) Targets should be clearly specified: Climate-related targets should be defined clearly over time
and with appropriate baseline. The financial institution should provide clear definition of the
baseline time period against which progress will be tracked as well as adoption of a consistent
base year across targets.

(iv) Time horizon: The financial institution should disclose a defined time horizon by which targets
are intended to be achieved. There should be consistency across targets and, if feasible,
consistent with key dates tracked by climate-related organisations or regulators.
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Disclosing Business-Relevant Time Horizons

As stated in the 2017 TCFD annex, “The Task Force is not specifying time frames for short, medium, and long term given that
the timing of climate-related financial impacts on business will vary. Instead, the Task Force recommends preparer define time
frames according to the life of their assets, the profile of the climate-related risk they face, and the sectors and geographiesin
which they operate” (p. 4).

The 2020 Scenario Guidance provided the following diagram for the types of financial implications across various time horizons
to assist organizations in thinking about time horizons. Organizations should think about their climate-related targets in the
same manner.

Financial Implications
Broad conceptualization
of possible financial
pathways

Strategic Thinking

>
10 Years Informed by Scenarios

Financial Implications
Broad estimates of relative
shifts in capital expenditures
due to climate change

Strategic Planning Informed by
Scenarios Capital Planning

Financial Implications
Projections/estimates of potential
returns on specific planned responses

to climate-related risks and opportunities

Project Planning, Financial Analyses
of Strategic Projects & Initiatives
Formulating Financial Strategy

Financial Implications 0-2 Years
Estimates/actual climate change impacts

on current revenues and costs, budgets
& value of assets and liabilities

Formulating Operating Plans & Budgets

Present

Source: Source: Adopted from Task Force on Climate-related Financial Disclosures Guidance on
Metrics, Targets, and Transition Plans (2021)

Key
Considerations

Where appropriate, targets pertaining to climate-related risks and opportunities should be set
relative to metrics described in the preceding disclosures. As additional guidance, all such targets
should include certain basic features, including:

(i) Whether the target is absolute or intensity-based.

(ii) Relevant time frame over which the target applies.

(iii) Base year from which progress is measured.

(iv) Key performance indicators used to assess progress against target.

(v) Targets should feature the following areas relating to climate change: GHG emissions, water
usage and energy usage. It can also cover other goals, including environmental financial goals,
financial loss tolerance, avoided GHG emissions throughout entire product life cycle, and net
revenue goals from products designed for a lower-carbon economy.

B. STRETCH

Recommendation M3:
Key Climate-related Metrics

Description

Recommendation M3a - GHG Emissions
Historical, current and future GHG Emissions (Example unit of measure — MT of CO2e).
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Absolute Scope 3 GHG Emissions.

Financed/Insured Emissions by Asset Class.

Weighted Average Carbon Intensity-Portfolio Exposure to Carbon-Intensive Companies.
Physical Emissions Intensity — Volume of Carbon Emissions Per Unit of Production or Physical
Output!®.

5. Economic Emissions Intensity — Volume of Carbon Emissions Per RM of Revenue.

PwwnNPRE

In addition to the above and following on from recommended Basic Metrics for this category,
additional forward-looking element/analysis to be included as Stretch — based on methodologies
such as Scenario Analysis, Trend Analysis, Sensitivity Analysis, and Simulations as well as
commitments of emissions reduction targets or climate-related targets.

Note: Aggregation of emissions reduction targets or estimated emissions of assets or borrowers.

Recommendation M3b - Transition Risks
Amount and extent of assets or business activities vulnerable to transition risks (Example unit of
measure — Amount or percentage).

1. Volume of real estate collaterals highly exposed to transition risk.

2. Distribution of borrowers/customers by climate-related risk ratings.

3. Transition risk heatmap by sector/technology / geography and materiality to portfolio or
degree of transition risk [reflecting own assessment of carbon prices, policies, corporate
strategies, etc.].

Recommendation M3c - Physical Risks
Amount and extent of assets or business activities vulnerable to physical risks (Example unit of
measure — Amount or percentage).

1. Proportion of portfolio with exposure to assets or business activities vulnerable to physical
risks:
a) Proportion of investing or financing activities vulnerable to physical risk.
b) Climate-related events that could potentially affect supply chains, outsourcing
arrangements, external service providers, and business continuity planning.

2. Number and value of mortgage loans in flood hazard/risk map.

3. For insurers/takaful operators, proportion of insuring/underwriting activities vulnerable to
physical risks (e.g. liabilities arising from increases in insurance claims).

4. Distribution of borrowers/clients by climate-related risk rating.

5. Physical risk heat map by sector/ geography [over time reflecting value chain, adaptive
capacity, corporate response, etc.].

6. Climate-adjusted Loan-to-value ratios.

7. Correlation between asset values and extreme events.

Recommendation M3d - Climate-Related Opportunities
Proportion of revenue, assets or other business activities (financing & investment) aligned with
climate-related opportunities (Example unit of measure — Amount or percentage).

1. Avoided Emissions: how client's products can help avoid GHG emissions compared to other
products.

2. Climate-related capex intensity of clients within portfolio (capex on climate solutions as %
of total capex). Note: To guide engagement and capital reallocations to best-in-sector
companies.

14 1t is envisaged that disclosure guides for Malaysian businesses will be developed in 2022.
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Recommendation M3e - Portfolio Alignment
Forward-looking assessments of the convergence between the emissions profile of a portfolio, and
the sectoral decarbonization trajectory necessary to achieve climate goals.

1. Sectorial target/limit exposure to high GHG-emitting sectors (e.g. oil and gas) in financial
institution's own portfolio and client's emission reduction targets.

2. Portfolio scenario alighment, i.e. forward-looking assessments of the convergence between
the emissions profile of a portfolio, and the sectoral decarbonization trajectory necessary
to achieve climate goals, developed based on metrics such as sectoral emissions intensity,
production capacity, technology mix, originating from client-level data. An example of a
portfolio alignment tool is the Paris Agreement Capital Transition Assessment (PACTA).

3. Long-term and intermediate portfolio target setting to support meeting the temperature
goals of the Paris Agreement using widely accepted science-based decarbonisation
scenarios, e,g, Science Based Targets initiatives (SBTi), net zero standards (Glasgow Financial
Alliance for Net Zero, UN Race to Net Zero).

4. Implied temperature rise —warming metrics to quantify portfolio warning i.e. estimates the
level of future warming with which a portfolio is currently aligned, on the basis of forecasting
emissions intensities to a specific date (e.g. 2030) and then extrapolating future
temperature outcomes by 2100.

Recommendation M3f - Client Engagement
Client engagements on climate-related risks and opportunities (Example unit of measure — Amount
or percentage).

1. Engagements where positive progress has been achieved/evidenced against objectives (e.g.
by theme, on climate disclosures etc.).

2. Advanced interventions (e.g. for AMs, AGMs attended to speak on climate change,
resolutions publicly supported in advanced or co-filed).

3. Transition planning with clients that lay out a set of targets and actions supporting its
transition toward a low-carbon economy.

Recommendation M3g - Internal Carbon Prices
Price on each ton of GHG emissions used internally by an organisation (Example unit of measure —
Price in reporting currency, per MT of CO2e).

Financial institutions to consider:

1. Internal carbon price: a carbon price charged to a business activity, product line, or other
business unit based on its GHG emissions (these internal taxes or fees are similar to
intracompany transfer pricing). Internal revenues from these fees or taxes are often used
by an organization to incentivize emissions mitigation and investment in various low-carbon
opportunities.

2. Shadow carbon price, by geography: a theoretical cost or notional amount that the
organization does not charge but that can be used in assessing the economic implications
or trade-offs for such things as risk impacts, new investments, net present value of projects,
and the cost-benefit of various initiatives.

Recommendation M3h - Performance
Impact of climate-related risks or opportunities on financial performance (Example unit of measure
— Percentage, weighting, description, or amount in reporting currency).

1. Increases in revenue from new products or services from climate opportunities.
2. Increases in cost due to carbon prices, business interruption, contingency, or repairs.
3. Changes to operating cash flow from changes in upstream costs.
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Recommendation M3i - Financial Position
Impact of climate-related risks or opportunities on financial position (Example unit of measure —
Amount or percentage).

1.
2.
3.

Impairment charges due to assets exposed to transition risks.

Changes to total expected losses due to physical risks.

(Insurance/Takaful) Probable Maximum Loss (PML) of insured products (property lines)
from natural catastrophes.

Expected future financial impacts based on scenario analysis (e.g. climate Value-at-Risk,
climate adjusted probability of default).

Total expected losses under different climate scenarios.

Changes to the carrying amount of assets due to exposure to physical and transition risks.
Changes to the expected portfolio given climate-related risks and opportunities.

Changes in liability and equity due to increases or decreases in assets (e.g., due to low-
carbon capital investments or to sale or write-offs of stranded assets).

Guidance As per Guidance Notes detailed under Recommendation M1.
Notes
Key As per Key Considerations detailed under Recommendation M1.

Considerations

30



©C3

APPENDIX A
GOVERNANCE

BASIC

Joint Committee  repp Application Guide

on Climate Change

Recommendation G1:
Board Oversight of Sustainability and Climate-related Matters

Description Disclose nature of Board oversight and accountability with respect to sustainability and climate-
related matters, risks and opportunities.
Example(s) Example 1

In Maybank Group, the Board is the governing body tasked with reviewing the Group’s sustainability
strategies and performance. The Group Sustainability Council sets the Group sustainability agenda
and reports to the Group President and CEO, who deliberates and approves all key sustainability
related matters. Sound sustainability governance is further cascaded throughout the group to
various departments to operationalise the Sustainability Plan.

MAYBANK GROUP

Governing Body Role
Board of Directors Reviews sustainability performance and the Group's strategies on the advancement of sustainability with a focus on ESG
aspects.

Group President and Chief Deeliberates and approves all key sustainability-related matters.
Executive Officer

Group Sustainability Sets the Group Sustainability Agenda, including strategy, roadmap and maonitoring of action plans. The Council reparts to the
Council Group President and Chief Executive Officer and is represented by Country CEOs, Business Sector Heads and Support Sectors
Heads, with selected other Department Heads as invitees.

Various Departments Operationalise the 20/20 Sustainability Plan in respective business and operational areas. Departments and teams provide
infarmation against measurable indicators.

Other specific departmental responsibilities include:

= Group Corporate Affairs: Custodian of the 20,/20 Sustainability Plan.

+ Group Risk: Oversees averall Group Risk strategy and progress, including ESG issues and sustainability risks.

+ Group Human Capital: Oversees overall Group Human Capital strategy and progress.

+ Group Property, Security & Valuation: Manages resource consumption and usage including environmental impact from

business activities.

MAYBANK FOUNDATION

Governing Body Role

Board of Trustees Approves and reviews programmes and performance.

Chief Executive Officer Oversees the overall strategy and progress.

Maybank Foundation Team  Implements and monitars Maybank's flagship community programmes based on focus areas under the Community and Citizenship

pillar in our 20/20 Sustainability Plan. Supports community programme partnesships and initiatives throughout the Group.

Source: Maybank Sustainability Report FY2020

Maybank has continuously enhanced the integration of sustainability considerations into the
Group’s strategy setting and risk management activities. Past Board reviews included reviewing the
Board’s stance on forestry and logging. For more information about Maybank’s sustainability
governance, click link here:

https://www.maybank.com/iwov-resources/corporate _new/document/my/en/pdf/annual-
report/2021/Maybank AR2020-Corporate Book .pdf
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Recommendation G2:
Sustainability Governance Structure Including Climate-Related Matters at the Management Level

Description Disclose management-level sustainability governance structure as well as processes for
sustainability and climate-related matters, including accountability, responsibility, and decision-
making.

Example(s) Example 1

Standard Life Aberdeen embeds responsible and sustainable business practices into everything they
do in order to create long-term value for their stakeholders. The Board has oversight on overall
climate-related risks and opportunities, and are supported by various Executive Leadership Team

members.

Diagram 1 — Our corporate climate-related governance structure

B d The Board and Board sub-committees including the Nemination and Govemance Committes overses
oar a number of climaterelated issues and reports — including owr TCFD report- provide challenge and

ensure we are ambitious in our plans.
Chief Executive Officer As climate change spansor, our CEQ is responsible for overseeing climate-related risks and
opportunities and delegates management o Executive Leadership Team members

Group climate change sponsor

Executive Leadership Team (ELT)
The ELT consists of the most senior execufives in the company. with relevant domain and geographical experfise. ELT meetings focus on
four areas of the business's operational systemc growth, operations, control, and talent. A number of ELT members have governance

responsibility for climate-related issues. Operational oversight is delegated to the Chief Operating Officer, whilst investment oversight is
delegated to the Chief Investment Officer. The Chief Brand, Marketing and Corporate Affairs Officer’s funcfion is responsible for monitoring
compliance with key regulation and policies associated with climate change.

.1\
i . . Chief Brand Marketing and
Chief Operating Officer ‘ ‘ Chief Investment Officer ‘ Corporate Affsirs Officer

Climate Change ESG Investment Team Climate Change Corporate Sustainability
Working Group Corporate Strategy Group Investments
- Review risk and opportunity ESG strategy and approach

radar Standards and best practice
= Enable corporate climate Sustainable Solutions

change strategy Research and Insights

= Environmental strategy and
compliance for operations

= Corporate GHG emissions

= Develops climate-related

disclosures

= Internal and extemal
communications

= Highlght key decisions that

= Priorifisation, review and -
= Data and Analytics
validation require approval

Com en nt
pany engageme o et
Cast proxy votes representatives

SUWNMt = Integration of research
TeEEE LR from Research Institute

Source: Standard Life Aberdeen: TCFD and Environment Report 2020

Standard Life Aberdeen clearly defines the roles and responsibilities of each business unit in the
implementation of its sustainability strategies.

32



©C3

loint Commitiee  repp Application Guide

on Climate Change

Diagram 2 — Our investment climate change governance structure

Chief Investment Officer {CIO) ‘

ns and budget are taken to the
estment Fomm. The IMC i

- . Any approval of key E ate-
Material issues raised to IMC Investment Manage mittea (IMC)
and ESG Investment Forum our assel da and other senior invesiments leaders. Its role is to run the g

function and advise the CIO and CED on investment nun management issues and capab

The ESG Invesh

topics across inves

orum is the place to help share insights and enhance understanding of ESG
ents

Climate Change Strategy Group Investments — Sponsor, Chief Investment Officer

Chaired by the Head of Climate Change Strategy, the strategy group seis the sirategic direction and reviews recommendations
from the working groups, addresses challenges and highlights any key decisions that require IMC approval. It informs the ESG

Investment forum by sharing minutes and cutcomes. The senior members from cross-asset class investment desks are present
on the group.

T
Recommendations, challenges and progress updates

‘Working Group: Working Group: Working Group: Working Group: Working Group:
Product Enablement Scenario Analysis Public Markets Private Markets COP26

Business enablers

Technology
we use technology to improve performance and efficiencies

Research
we have a robust cross asset class research govemance structure that oversees our nigorous climate
change research, this feeds directly into investment decision making and product design

Reporting

we are enhancing the way we report on ESG measures for clients
Internal education

we inform the business on the latest research, activities and actions

Source: Standard Life Aberdeen: TCFD and Environment Report 2020

For more information about Standard Life Aberdeen disclosures, click link here:

https://www.aberdeenstandard.com/docs?editionld=8add93e9-5b15-42da-a6f3-bee24b615677

Recommendation G3:
Sustainability and Climate-related Board Credentials

Description Disclose sustainability and climate-related credentials, experience and individual biographies for
Board members.
Example(s) Example 1

The Australia and New Zealand Banking Group Limited (ANZ) has constantly strived to have
individuals on its Board with a variety of technical skills and experiences, with the aim of ensuring
that the team’s combined skillsets contribute to its long-term success. Apart from their directors’
experiences and biographies, ANZ also publishes pertinent corporate governance-related
documents on its website, which include Board composition, selection, appointment, as well as its

Board skills matrix (as shown below).
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Skills and experience Number
of

Directors
Strategy and Commercial Acumen B

(knowledge and experience in charting and monitoring the implementation of
strategic objectives using commercial judgment)

Banking and/or Financial Services B
{experience outside ANZ in significant components of the banking or financlal
services industry)

Technology 4
{knowledge and experience in the application and development within enterprises of
major technology, data, technology related innovation or digital infrastructure or
applications)

Leadership role in organisations of significant size (held CEQ or senior B
position in a listed company or large/complex organisation or Government body)

Workplace culture and/or remuneration B
{knowledge and experience at a senior level in the management or oversight of
workplace culture matters and/or the aversight of remuneration practices and
senior appointments)

Corporate Governance, Risk Management,/Compliance and/or B
Sustainability

{including but not limited to experience in the design and application of corporate
governance, risk management/compliance and/or sustainability frameworks and
related practices. This includes experience as a Director/Executive of a listed
company or large/complex organisation or Government body)

Regulatory/ Government Policy B
{experience in relation to the development of regulation / government / industry
policy matters and,/or significant stakeholder engagement/management)

International business experience B
Financial acumen B
{good understanding of financial statements relating to businesses of significant

size, including ability to probe the adequacies of financial and related risk controls)

Source: ANZ Shareholder Centre https://www.anz.com/shareholder/centre/about/corporate-

ernance/

Recommendation G4:
Sustainability and Climate-Related Training

Description Disclose the initiatives undertaken and training programmes conducted annually to build capacity
of Board members and management on sustainability issues including climate-related matters.
Example(s) Example 1

HSBC has long prided itself for providing continuous learning and skills development for its
employees. This is to prepare the employees to meet the present and future challenges in the
financial industry.

In HSBC, the Group Company Secretary and Chief Governance Officer works with the Group
Chairman to oversee appropriate training programmes for the Board. As part of efforts to align the
bank’s strategy with sustainability-related issues, training on relevant topics have been provided to
the Board.
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Directors’ induction and ongoing development in 2020

Strategy and
buziness Rizk and Corporate Global mandstory ARCC, Chairs and

Dirsctor Induction? brisfings® controP govemance® training® Remco Forum Subsidiary
Kathlsan Cazsy i [ ] [ ] [ ] [ ] [ ] O
Laura Cha 8] L] [ ] [ ] [ ] L L
Hsnri de Caztriss Q [ ] [ [ ® o o
James Foress L] L] L] L] L] O &)
e
Etjg;;:msi'ﬂsr . L * . b o =
Irens Les 0 L] [ ] | ] [ ] L L
Jr\-?::d:qlé;:igraﬁa o . bl * ® * -
Hsidi Millar 8] L] [ [ ] L] L L
Eilsan Murray L] L] [ [ ] [ o o
David Mizh 0 L] L] | ] [ ] L o
MNaosl Quinn ® Q L] * L) L) o
Ewsn Stevenzon 0 L] L) | ] [ ] L o
Jackson Tai Q L] [ ] [ ] L] L) o
Mark Tucker 8] L) L ® L] e O
Paulins van der
Maar Mohr 0 . . e . . o

1 The induction programme iz delivered through formal briefings and introductory sessions with Board members, senior management, reasury
executives, legal counsel auditors, brokers, tax advisers and regulators. Topics covered included: values, culture and leadership; governance and
stakeholdsr management; Directors” legal and regulatory duties, anti-money laundering and anti-bribery; technical and business briefings; and
strategy.

Directors participated in business strategy. market development and business briefings. which are global. regional and/or market-specific.
Exampias of specific seszions held in 2020 included ‘Asia growth: build and strengthen in Hong Kong' and "Strategic priority: growth of UK ring-
fanced bank'.

3 Dirsctors received risk and control training. Examples of specific sessions held in 2020 included ‘Governance of climate-related risk’. 'Wholssals
and retail credit risk management’. 'Forward-looking financial crime risk issues’. ‘Resolvability assessment framework” and Technology
terminology”.

Al Directors received corporate governance training including “Senfor Managers and Certification fAsgime” and ‘Climate and sustainable finance "
Gilobal mandatory iraining. issued to alf Directors, mirrared training undsrtaken by all employess, including senior management. These included
management af risk under the enterprise risk management framewark, with & focus on operational risk; cyber risk and fraud; health, safety and
well-baing; data privacy and the protection of data of our customers and colleagues, combating financial crime, including undsrstanding money
laundering. sanctions, and bribery and corruption risks; and our values and conduct, including waorkplace harassment and speaking up.

Source: HSBC Holdings PLC: Annual Report and Accounts 2020

ka

s

For more information about HSBC Board induction and training, click link here:
https://www.hsbc.com/-/files/hsbc/investors/hsbc-results/2020/annual/pdfs/hsbc-holdings-

plc/210223-annual-report-and-accounts-2020.pdf

Recommendation G5:
Sustainability and Climate-related Discussions in Board Meetings

Description Disclose the frequency of Board meetings per year in which sustainability and climate-related issues
have been a substantive agenda item, and a summary of key climate-related issues and initiatives
deliberated.

Example(s) Example 1

To promote CIMB’s sustainability agenda, the Board has designated a Sustainability Sponsor to
advise and recommend to the Board appropriate business strategies from the aspect of
sustainability, and act as a sustainability advocate within the institution and externally. The Board
discusses sustainability matters on a regular basis, and discloses the matters discussed in its Annual
Report.
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( Main Areas of Oversight Number of meetings in 2020 )

DUSING | MB and 1

Source: CIMB Annual Report 2020

Read more about CIMB Annual Report here:
https://www.cimb.com/content/dam/cimb/group/documents/investor-relations/annual-general-
meeting/2021/cimb-ar-2020.pdf

Recommendation G6
Sustainability/Climate-linked Remuneration

Description Link Board of Director (excluding independent directors) and top management remuneration to
performance against specified sustainability and climate-related targets.
Example(s) Example 1

HSBC’s remuneration policy covers many elements, such as base salary, annual incentives, fixed
allowances, long-term incentives, etc. Executive directors are assessed against scorecard objectives
which were developed along with the group’s strategic priorities and risk appetite, using a scorecard
that includes non-financial performance criteria, including the Environment (as shown below).
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Annual assessment

Group Chlef Executlve Group Chief Financlal Officer
Minimum Maximum
(25% (100% Welghting  Acsezzment  Outcome  Welghting  Azzeszment  Outcome
payout]  payout] Performance (%) (%) (%) (%) (%) %)
Grow profit bafora tax' (Sbn) 19.91 23.38 14.77 30.0 = - 20.0 = =
RWA optimisation’ (Sbn) 35.00 44.90 51.50 20.0 100.0 20.00 20.0 100.0 20.00
Cost savings ($bn) 1.00 1.60 1.04 - - - 10.0 30.0 3.00
Customer satisfaction 10.0 80.0 8.00 10.0 80.0 8.00
Employee experience e e 10.0 95.0 9.50 10.0 95.0 9.50
Wi S r o
Environment financial performance commentary 10.0 85.0 8.30 10.0 83.0 8.30
Risk and compliance 10.0 85.0 8.50 10.0 85.0 8.50
Personal objectives 10.0 100.0 10.00 10.0 62.5 6.25
ITMII 100.0 64.50 100.0 63.75
Maximum annual incentive opportunity
(£000) £2,478 £1,412
Annual incentive pre-cash warver
(E000) £1,598 £900
Annual incentive post-cash waiver
(£000) £799 £450

Long-term incentive (LTI) conditions include carbon footprint reduction and sustainable finance and
investment amount.

Performance conditions for LTI awards in respect of 2020

Minimum Targat Maximum ‘Waelghting
Maazures (25% payout) [50%h payout) {100% payout) %
RoTE (with CET1 underpin)’ B.0% 9.0% 10.0%% 25.0
Capital reallocation to Asia (with CET1 v 0 .
gndorpin]’ 45.0% 47.0% 50.0% 5.0
Carbon reduction 42 0% 48.0% 51.0%
Envirenment and Sustainable fi 260
tainability® ustainable finance
sustainability and Investment $bn 2000 2400 260.0
T T— - :
Relative TSR® T T T Straight-line vesting betwesn At uppar quartila of peer 250

minimum and maximum aroup

Source: HSBC Holdings PLC: Annual Report and Accounts 2020

Read HSBC Annual Report here:
https://www.hsbc.com/investors/results-and-announcements/annual-report

STRETCH

Recommendation G7:
Separate Committee on Sustainability and Climate-related Matters

Description Set up a separate committee to oversee sustainability-related matters, reporting to the Board of
Directors for all sustainability and climate-related matters.
Example(s) Example 1

To embed sustainable practices into the business, UBS established a Corporate Culture and
Responsibility Committee that supports the Board of Directors in overseeing responsible conduct
and climate-related matters. The committee monitors and reviews all sustainability strategies and
activities, including the implementation and monitoring of sustainability programmes and initiatives
within the group.
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Compensation

Committee

Chairman and Board of Directors

Governance and

Corporate Culture

and Responsibility
Committee

Nominating
Committee

Source: UBS Website — Corporate Governance: Board Committees

Read UBS Corporate Culture and Responsibility Committee here:
https://www.ubs.com/global/en/our-firm/governance/ubs-group-ag/board-

committees.html#fcorporate

Risk Committee

STRATEGY
BASIC

Recommendation S1:
Identification of Climate-related Risks and Opportunities

Description Review the financial institution’s strategy to identify and disclose climate-related risks and
opportunities over the short-, medium-, and long- term.
Example(s) Example 1

NatWest Group report that shows the identification of opportunities, alongside goals and metrics in

addressing climate change:

NatWest Group
Climate Ambition

Our Purpose-led strategy

Climate is one of three areas of
focus in our Purpose-led strategy,
alongside Enterprise and Learning.

As signatories of the UN Principles
for Responsible Banking, we are
committed to an ongoing process
to align our strategy with the
2015 Paris Agreement and the

UN Sustainable Development
Goals (SDGs). Our climate
ambition strives to make a positive
contribution towards:

n= ==

. Qur climate ambition

Leading bank in the UK and Rol helping to address
the climate challenge

-50%

At least holvethe climote impact
of our financing activity by 2030

50%

of our UK and Rol mortgage
«customers” homes at or above EPC
or equivalent roting C by 2030.

£20bn

additional funding and financing
for climate ond sustainable finance
by 2021.

+

(Chmate Positive own operations.
by 2025.

>15%

‘Stop lending ond underwriting to
companies with »1 5% of activities
related to thermal and lignite
coal @ and to all mojor od and gas
producers, unless they have a
credible transition plana.

. Our progress highlights

36%

of Retail Bonking mortgages
inEnglond and Wales are ot or
above EPC rating CP.

cor26

NatWest Group is principal banking

£315m

Sincelounching in October 2020, we
have received 1,229 applications for

partner for this yeor's COP26
summit, o clear demonstration
the ling clim

7 toc llenge
is ot the core of the bank’s purpose.

A-

Grean Mortgoges, e ochieved ascore of A-in

£315 million. These mortgoges the 2020 CDP Climate Change [——
are onfy ovadable on the Survey, one of the strongest :@
most enargy efficent properties. SCOMEs GMONGSt DUr DEErs. —
£12bn Zero

(CEmiote and sustainable funding and Achieved Net Zero Carbon on

financing!!, enabling us to bring forward
our £20 billion target from Ty
2022t02021. We expect to

‘axpaed this torget during 2021. t 6)

£23bn

NWM Group has helped
our chients issue 26 green

bonds totaling £23 bilion to
support their environmental
activitiesi .

ourown direct operations ond
remain committed to making
them Climate Positive by 2025.

G

Motox:
{1} Rl phase-cut rom coal by 2030
@] Inine w ha 2015 Pars ogreemant by tha

{B] Percaniage of £92.9 bllon morigoges In Engfand
‘e Walas for which EPC data i avaiasia.

] Inciucies £5 Blion ctirbutatéa to NWM Groug,
I witin tha £12 bllon ciimata and
sustoincbi unding ancinanc .

] WEnin thascops of EY assurcncs. Ruter io
pagsin

Source: NatWest Group PIc’s Climate-related disclosures report 2020
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Read more about NatWest Group Plc’s Climate-related disclosures report 2020 here:
https://investors.natwestgroup.com/~/media/Files/R/RBS-IR-V2/results-center/19022021/2020-

climate-related-disclosure-report.pdf

Example 2

ING Group report that shows the identification of risks from an early stage via heatmapping exercise:

- Coal
- Oil and gas
- Shipping and aviation

= Construction
(includes cernent)

- Freight transport
= Livestack

- Aluminium production

- Agriculture (includes

fishing and crops)

= Automotive
- Electronics

- Retail stores

(includes warehouses)

- Metal mining

- Iron and steel

production

The outcome of the early stage heatmapping exercise, using a ‘Fast Forward’ scenario
that anticipates a rapid transition to a low-carbon economy, shewed that our transition
risk exposure can be mapped as follows:

g Il s

Real estate

Telecommunication
carriers

Rail systems

Renewable power
generation

Natural gas extraction

Financial institutions

Alternative scenarios will provide different potential outcomes but the insights gained
from this initial assessment will form the basis for further analysis into our exposure

to carbon-intensive industry sectors as we continue to refine our methodologies. The
outcome of the exercise can also inform sectors included in future stress tests. Ideally,
we will move towards a more quantitative heatmapping approach, allowing for a better
comparison across sectors. In the next chapter, we describe some sector-specific
insights.

17

Source: 2020 ING Climate Risk Report

Read more about 2020 ING Climate Risk Report here:
https://www.ing.com/Newsroom/News/2020-ING-Climate-risk-report.htm

Example 3

HSBC Amanah sets out examples of climate risk events that could cause financial losses or impact to
their strategies, and the principal risk types most likely to be materially impacted.
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CLIMATE RISK PRINCIPAL RISK EXAMPLES OF

EVENT TYPE IMPACTED POTENTIAL IMPACT

Extrerme weather events = Retail credit risk = The cost of flood damage toa

or chronic changes in customear's home leaves them unable
PHYSICAL weathar patterns impact = Whiolesale credit risk to repay their home financing
RISK our essets, operations or

our customers’ assets = Resilience risk = One of owr branches is flooded and we

are unable to service customers

COur business models or = Whiolesale credit risk = Failure to align to new regulations leads
our customers’ businass to & loss of business and customers are
midels fail to align toa = Reputational risk unable to repay their financing

lowi-carbon economy
= Jwr actions lead to negative extarnal

TRANSITION perceptions of our organisation

RISK
Wie fail to effectively design = Reputational risk = W fail to respond to customer demand
and market cimate-relatad or a regulatory change, leading to
products across all global = Regulstory compliance risk adwvarse stakeholder reaction

businessas or respond to
regulatory chamge

Source: HSBC Amanah, 2020

Read more about 2020 HSBC Amanah TCFD Report here:
https://cdn.hsbcamanah.com.my

Recommendation S2:
Impact of Climate-related Risks and Opportunities

Description Assess and disclose how climate-associated risks and opportunities could affect the financial
institution’s existing businesses, strategy, and financial planning.

Example(s) Examples of basic disclosures that show qualitative impacts on the business from the climate-related
risks identified: -

Example 1

British Columbia Investment Management Corporation’s (BCl) report describes the company’s
alignment towards the TCFD Recommendations in terms of identification of climate-related risks
and opportunities:
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Strategy

t, and financial planning

TCFD RECOMMENDATION

BCI'S ALIGNMENT

Rapid chang n policy and regulation to limit greenhouse
gas (GHG) emissions is the maost prominent risk to our
short-term total portfolio’s performance. This could lead to
additional costs to investments exposed to carbon-intensive
energy and supply chains, and impact the business models

of several sectors in the broader economy. Opportunities

efit from low

exist as technologies and indust

s that b

carbon economy alignment increase in scale and value.

Owver the medium term, we expect transition risks and
physical risks to materialize. We will explore opportunities
that are aligned with our investment approach and meet
our requirements as an investor of BCI's scale. Although

b o o e cbon s o by

d potential impacts of climate-related risks and opportunities on BCl's

Describe the climate-related risks and opportunities identified over the short, medium, and long term.

Aligned with the Morgan Stanley Capital International

(MSCI's) Sustainable Impact” research and considering the
United Mations Sustainable Development Goals (SDG)E, the
following are key areas we believe could present investment
opportunities over the medium-to-long term in the
transition to a lower carben economy:

+ Alternative Energy: Products, services or infrastructure
projects supporting the development or delivery of
renewable energy and alternative fuels.

» Energy Efficiency: Products, services, infrastructure or
technologies that proactively address the growing global
demand for energy while minimizing effects on the

Source: BCl’s Climate Action Plan and Approach to the TCFD Recommendations Document

For more information about British Columbia Investment Management Corporation’s (BCl) climate
action plan and the approach taken to address the TCFD Recommendations, please click here:
https://www.bci.ca/wp-content/uploads/2019/06/BCls-Climate-Action-Plan-and-Approach-to-the-

TCFD-Recommendations.pdf

Example 2

financial risks:

ING Group Climate Risk Report shows how climate-related risks and effects could translate into

Figure 1 Climate risks to financial risks

Transition risks

D Policy and requlation

/\;' Technology development

O—  Market cha
arket changes
-0

Seurce Adopted from NGFS Cimte Scenarios for cenral banis and supervisors, June 2020
Economic transmission channels

Businesses Households

g Froperty damage and [I\ Loss of income

business disruption Oo

@ Property damage

Stranded assets and
new capital expenditure

Physical risks

Acute
AN

- Wildfires

- Cydones

Chronic
= Increase in temperature

- Shifts in precipitation
- 5ealevel rise

Macro-economy

© & 8

Shiftsin Productivity Labour market
prices changes frictions

Credit risk
- Defoults by businesses and households
- Collateral deprediation

Market risk
- Repricing of equities, fixed income,
commodities etc.

Underwriting risk
- Increased insured losses
+  Increased insurance gap

Operational risk
- Supply chain disruption
- Forced facility closure

Liquidity risk
- Increased demand for liquidity
- Refinancing risk

Source: 2020 ING Climate Risk Report

Read more about 2020 ING Climate Risk Report here:
https://www.ing.com/Newsroom/News/2020-ING-Climate-risk-report.htm
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Example 3
HSBC Amanah summarises the key categories of transition and physical climate risk, with examples
of how their customers might be affected financially by climate change and the shift to a low-carbon
economy.

CLIMATE-RELATED RISK MAIN CAUSES OF FINANCIAL IMPACT ON CUSTOMERS

Policy and legal = Mandates on, and regulaticn of, existing products and services
Technology = Litigation from parties who have suffered from the effects of
climate change
TRANSITION End-demand = Replacemant of existing products with lowear emission options
[market) = Chamging consumer behaviour
Reputational = Increasad scrutiny following a chamge in stakeholder
percaptions of climate-related action or inaction
Acute = Increased severity of extrame weather events
PHYSICAL Chronic = Chamge in precipitation patterns

Rising temperatures

Source: HSBC Amanah, 2020

Read more about 2020 HSBC Amanah TCFD Report here:
https://cdn.hsbcamanah.com.my

Recommendation S3:
Strategy and Risk Appetite on Climate Change Related Risks and Sustainability Measures

Description Disclose strategy and appetite with regard to climate-related risks and opportunities, and the
measures towards sustainability in the financial institution’s business activities.
Example(s) Examples of minimum disclosures that a financial institution should make to demonstrate its

stand or view with regards to sustainability and climate change matters:

Example 1
Excerpt from Allianz Malaysia’s annual report which clearly states their view and commitments on
climate-related matters:
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Diue to the nature of our business of providing protection and security
toc ocur customers, we view our corporate social respensibility and
sustainability activities as inherent to our operations. In recent years,
this has seen us increasingly focus on environmental initiatives as we
rise to the growing calls for climate action.

On a global level, we are supportive of the mowe by allianz Group
n Munich to join the RE1O0 initiotive, a global initiotive led by
The Climate Group. The Climate Group works with businesses and
governments to address climaote change and under RE100, Allianz
Group is committed to sourcing 100 percent of its globol electricity
needs from renewable sournces by 2023,

Lecally, it is important to us that we support the government's
ambition to increase the adoption of renewable energy in Malaysia.
We are proud to be a leading insurer in this field, and hope that
by addressing the protecticn gop in the pheotovoltoic ecosystem,
we can spearhead changes and take adwantoge of opportunities
that help tackle climote change. Furthermore, we are oware that o

Source: Allianz Malaysia Annual Report 2019

Read more about Allianz Malaysia’s Annual Report 2019 here:
https://www.allianz.com.my/documents/144671/850499/ALLIANZ+ANNUAL+REPORT+2019 2804

2020.pdf

Example 2

Excerpt from Monetary Authority of Singapore’s (MAS) Guidelines On Environmental Risk
Management (Insurers) that exemplifies the actions a financial institution can do to promote
climate-related awareness and build the necessary capability:

Capacity Building

4,12 The insurer should equip its staff, including through capacity building and training,
with adequate expertise to assess, manage and monitor environmental risk in a rigorous,
timely and efficient manner. The insurer should regularly review such capacity building
programmes to incorporate emerging issues relating to environmental risk management.

Source: Monetary Authority of Singapore’s Guidelines for Environmental Risk Management for
Insurers.

Read more at: https://www.mas.gov.sg/regulation/guidelines/guidelines-on-environmental-risk-
management-for-insurers

Examples of more advanced / progressive disclosures that financial institutions can make to detail
their approach and strategy in terms of mitigating sustainability and climate change challenges:

Example 3
Excerpt from AXA Group’s Climate Report 2020 that clearly defines their ESG strategy, with detailed
explanation for each of the strategy pillar in the report:
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Responsible Investment strategy

AXA defines Responsible Investment as
the integration of Environmental, Social
and Governance (ESG) considerations into
investment processes, including ownership
practices. AXA’s conviction is that ESG Responsible ESG integration
integration may impact long-term investment

performance by offering an enhanced Investment
understanding of risk drivers. This conviction Strategy Climate-related portfolio alignment
is derived from academic research and
empirical market data. AXA's Responsible
Investment Policy, which was revamped in
March 2020, is available at: www.axa.com/
en/page/responsible-investment

Exclusions and sensitive ESG investments

A green investment target and transition financing

AXA's Rl strategy is based on the six main Impact investments
pillars below, which are developed in more

detail in the following pages. Active stewardship

Source: AXA Group Climate Report 2020

Read more about AXA Group’s Climate Report 2020: Renewed Action in a Time of Crisis here:
https://www-axa-com.cdn.axa-contento-118412.eu/www-axa-com%2F3800520b-ce0f-4aa7-908d-
3ec367b21d39 2020 climate report axa.pdf

Example 4
Excerpt from Citi’s 2020 TCFD Report by Citigroup that highlights the Strategy, Risk Management,
and Metrics & Target that the institution adopts to advance towards a data-driven climate strategy:

Strategy

Citi has loeng recognized that climate change is one of the most critical challenges facing our global society
and economy in the 21st century, having issued our first climate change statement in 2007. In the years
since our initial statement, our understanding of our business's climate-related risks and opportunities

has evolved significantly, as have the tools and data available to quantify such risks. As these resources
improve, we continue to revise our climate strategy on a rolling basis to enhance our operational resiliency,
decision-making, strategy, and planning.

The following Strategy, Risk Management, and Metrics & Targets sections provide insight into the iterative
process in which each of Citi's climate-related risk identification, assessment, management, and target-
setting processes inform and influence each other to form a continuous feedback mechanism that pushes
our climate knowledge base forward.

These strategic, risk management, and impact-reduction efforts are a continuation of our efforts over the
last several years to assemble a toolkit and establish the key metrics that will enable us to advance a data-
driven climate strategy.

Source: Citi’s 2020 TCFD Report

Read more about Citi’'s 2020 TCFD Report: Finance for a Climate-Resilient Future Il here:
https://www.citigroup.com/citi/sustainability/data/finance-for-a-climate-resilient-future-2.pdf
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Recommendation S4:
Scenario Analysis as an Opportunity to Improve Strategic Resilience and Explore Climate Vulnerabilities

Description Perform climate-related scenario analysis to assess potential business implications of climate-
related risks and opportunities over time and under different conditions as well as related strategy
to manage these.

Example(s) Example 1

Allianz Group constantly evaluates climate-related risks and opportunities in their insurance and
investment business. They understand that the risks and opportunities emerging today will increase
over medium- and long-term, and that climate risk exposure will influence the ability of assets to
generate long-term value.

Exemplary Illustration of Climate Risks Translation for Investors

CLIMATE-RELATED CHANGES OPERATING ASSET IMPACTS

MITIGATING
RISK CATEGORY IMPACT ON LAYER FIRST ORDER SECOND ORDER
ON COMPANY/
PHYSICAL ASSET LEVEL

ACUTE FIRST- SECOND-
ORDER ORDER RISK
HAZARD/ Like soil
RISK moisture
Like extreme  deficit,
weather, coastal

heat stress,  erosion etc.
etc.

+ Direct in case
of real-asset
PHYSICAL investments
CHROMNIC FIRST- —
ORDER, ADAPTIVE Indlrect
i ME CAPACITY listed equity,
RISK o EreEETS OF COMPANIES IMPACT ON IMPACT ON corporate
Like ) S CORPORATE FINANCIAL ASSET [RRLEUESS
FEEhT * Value chain (diversified value | o FORMANCE | PERFORMANCE [Iaobhs
temperature « Markets chain, substitutes, bonds, funds,
patterns or sufficient stock, =
rising sea insurance, capex, « Indirect
levels, etc. efficiencies, etc. T
i macro-
N ‘economic/
Policy and Legal =
Technology implications
TRANSITION
Market
Reputation
Litigation for (enabling) GHG/emissions/
failure to mitigate
LITIGATION

Litigation for insufficient disclosure,
adaptation, etc.

To manage potentially detrimental impacts, Allianz has committed to align its proprietary
investment portfolio to 1.5°C climate scenarios:
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Asset and Business Value Impact under Transition Scenarios (Source: Allianz 2019, excerpt)

2020 2025 2030 2035 2040 2020 2025 2030 2035 2040
ENERGY Integrated Oil and Gas M) (M) (M)
ENERGY Oiland Gas Storage and Transportation
ENERGY Cocl and Consumable Fuels TP TP TP TP
MATERIALS Fertiizers and Agricultural Chemicals m m m m () m m m P
MATERIALS Aluminium
MATERIALS Steel
INDUSTRIALS Industrial Conglomerates
INDUSTRIALS Airlines m P M P
CONSUMER DISCRETIONARY Auto Components
CONSUMER DISCRETIONARY Automobiles P RT T P P BT BT
UTILITIES Electric Utilities P (M) P P P (M) P P
UTILITIES Renewable Electricity T T T T
Risk enhancer: Risk mitigator: Risk:
P=policy (P)=policy Low
T=substitution technology ()= little substitution technology Medium
M= related market forces (M) = countering market forces High

Source: Allianz 2019 Sustainability Report

Read more about Allianz 2019 Sustainability Report here:
https://www.allianz.com/content/dam/onemarketing/azcom/Allianz_com/sustainability/documen
ts/Allianz_Group Sustainability Report 2019-web.pdf

Example 2

HSBC launched its internal climate stress testing and scenario analysis pilot exercise in 2020. The
exercise was performed on some of HSBC's portfolios that were most exposed to climate risk. The
goals of this exercise were to 1) develop the foundations for its climate financial risk stress testing
capabilities; and 2) to conduct a preliminary identification of material climate risks within the
business.

Use of climate stress testing and scenario analysis to answer strategic questions

— How will our clients be impacted under diffarent
climate scanarios?

~ How should we advise our cliants to mitigata thair
climate risk exposure?

- How do we accurataely track and monitor impact
of climata risk on performace?

Cliant advisory and dacision making

Parformance matrics

- What is the impact of climate risk on our
business plan?

~ Do we have sufficiant financial resources given
tha potential climate scenarios?

- Dioes our financial resource allocation approach
reflact the climate risks facing the businass?

Product design
Risk managamant

Capital planning

~Whera are the key pockets of climata risk
in the portfolio?
~ |s this climata risk axposure within risk appetite?

~What is the impact of potential mitigation
actions?

Stratagic planning
Ragulatory raporting
Public disclosuras

v v v

e FEmbeddingintocoreprocasses —————————————————————————————§
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Scenario selection and time horizons
\We are developing our own internal
capabilities to define and set parameters

for bespoke scenario modelling as part of our
scenario analysis framework implementation
plan. Qur pilot was run on a suite of specific
scenarios published by the Network of
Central Banks and Supervisors for Greening
the Financial System ('NGFS'). The NGFS
scenarios test a broad range of possible
outcomes and have been created as a starting
point for central banks and supervisors.

The NGFS scenarios reflect a range of
potential future scenarios that encompass a
complex set of social, political and economic
decisions'. They can be grouped into the
following three types:

- Orderly transition - this assumes
early introduction of climate policies
that gradually bacome more stringent.
Net zero CO, emissions will be achieved
before 2070, giving a 67% chance of limiting
global warming to below 2°C and leading
to low physical and transition risks.

- Disorderly transition - this assumes
climate policies are not introduced
until 2030. Late introduction and limited
available technologies mean emissions
reductions need to be sharper, which
will drive increased transition risks.

across the scenario. The pilot sample

across the wholesale portfolios was heavily
concentrated in large public companies where
information is readily available, and did not
represent every geography. Using insights
from the exercise, we are performing analysis
to understand what steps we might take

10 mitigate any risks and seize business
opportunities to support customers in their
adaptation to climate risk under each scenario.

- Hot house - this assumes currently
implernented policies are preserved.
Emissions grow until 2080 [2ading
t0 3°C or more of global warming
and subsequent severe physical risks.

We developed our scenario test over

a 30-year time horizon to ensure that it
reflected the long-term effects of transition
and physical risks on our customers.

Methodology

Qur pilot considered both physical and
transition risks under each scenario and
reflected name-spacific characteristics

for wholesale portfolios, as well as property-
level characteristics for retail mortgage and
commercial real estate portfolios. It is
important to note that the NGFS scenarios
used do not project business cycles, with
GDP growing at a steady rate over the course
of each scenario. Over 30 years, a steady
growth assumption will have a positive rising
tide’" impact on results and we would expect
the outcomes to differ if downturns or
alternative GDP assumptions were
considered.

The core pilot analysis was performed
assuming customer exposures on a ‘static
balance sheet', in other words assuming
customer exposures would remain static
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Owver the next two pages we summarise the initial findings of our scenario analysis stress testing pilot for six high transition risk sectors and
sub-sectors. The graphic illustrates the level of risk we are exposed to within each portfolio, and maps the loan value (known as exposure at
default) within each sector and the projected relative financial impact of transition risk from climate change. All portfolios were measured
against a range of potential future scenarios grouped into three types — Orderty. Disorderly and Hot house — unless otherwise stated.

For further details of the scenarios and methodology, see page 13.

Automotive

The pilot was run on automaotive original equipment manufacturers ("OEM'), a subset of the automotive
sector. The key scenario driver for auto manufacturers is the transition from internal combustion engine
{'ICE") vehicles to electric vehicles {'EV'). Significant EV adoption occurs in all scenarios, with higher EV
penetration in the high carbon tax scenarios. The main drivers of financial impacts on companies are: the
influence of each scenarioc on total market vehicle sales and EV penetration; current company EV volumes
and growth trajectory; and current company financial strength and ability to sustain high research and
development costs associated with the transition to electric. Overall, expected credit losses are expected to
increase through to 2025 as research and development investments to fund the transition decrease profits
and cash flow. Companies with high EV growth trajectory are expected to see smaller negative impact as
EVs offset declines in combustion vehicles sales and they achieve EV scale quickly. Companies “behind’ in
electric vehicle development or without strong financials to fund its growth face larger negative impacts. In
the long-run, companies perform better in scenarios that encourage a larger shift to electric, such as under
the Disorderly scenario, as once they overcome the initial investment in EV manufacturing technology, the
marginal cost of EV production is expected to be lower than for ICE.

Building and
construction

QOur building and construction sector comprises primarity construction contractors as well as a small
component of building materials companies, such as cement producers. Overall, the portfolio is projected
1o perform relatively well as construction contractors do not produce significant emissions and hence are
not impacted by the introduction of carbon tax. Under all scenarios, they benefit from economic growth
which leads to a reduction in expected credit losses. Cement production is a hard to abate high emission
sector, and in the Orderly and Disorderly transition scenarios it faces the combined challenge of carbon
taxes on high direct emissions from operations and increased costs of abatement. This leads to expected
credit losses rising sharply. However, as cement production companies represent a small portion of total
sector exposure at default ('EAD’) the overall building and construction portfolio performs relatively well
in the scenario.

Chemicals

The chemicals sector comprises the production of thousands of different products with different
emissions characteristics. Some are emissions-intensive — for example, primary chemicals like ammonia
and methanol — and others are not. The primary scenario drivers for this sector are the cost of emissions
due to carbon pricing and overall growth in chemicals demand due 10 ongoing economic expansion.
Companies with emissions-intensive products face the greatest transition risk due to higher carbon costs
from chemicals production, and higher abatement costs as they invest in technologies and processes

1o lower their emissions. Companies with lower emissions intensities actually see a slight reduction in
expected credit losses in the Hot house and Orderly scenarios as overall chemicals demand growth
oubtweighs the impact of higher carbon costs.

Metals and
mining

From a climate perspective, metals and mining comprises of four main sub-sectors — coal mining (thermal
and metallurgical), energy transition minerals (for example, lithium, cobalt, copper), steel production and
other minerals (including gold, aluminium). There is limited exposure to pure coal companies in our portfolio,
however, as would be expected, these companies would likely be significantly hit in Orderly and Disorderly
scenarios, reflecting the impact of decarbonisation policies. Companies in energy transition minerals,

used in the manufacturing of batteries and wiring, are expected 1o perform well as economic grow th

and increasing sales of electric vehicles drive demand. Those in other minerals, which includes precious
metals, are also expected 10 be positively impacted in the scenarios driven by economic growth. However,
extraction of energy transition minerals and other minerals is still a carbon intensive process so companies
face margin pressure in transition scenarios as the cost of operations increases due to carbon taxes. Steel
production, a hard to abate carbon-intensive process, will attract high carbon taxes, hence the Disorderly
scenario in particular has a significant negative impact. Overall, expected credit losses for coal and steel
companies in the portfolio rise sharply, but more diversified mining companies perform relatively well.
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Oil and gas

The primary transition risk facing oil and gas companies is fall in demand for fossil fuels. In the Orderly
transition risk scenario early policy action leads to a gradual increase in carbon tax, and an assumed global
investment in negative emissions technologies, which offset some impact of continued fossil fuel usage
late in the scenario. The transition risk is significantly higher in the Disorderly scenario as a delay in climate
palices until 2030 leads to much higher carbon taxes, lower availability of emissions reduction capabilities
and an increased need for electrification to meet net zero targets. At the counterparty level, companies
with lower production costs perform better as they are able to maintain outputs and margins as demand
falls. Companies with significant production of advanced biofuels perform well in both transition scenarios
as increased demand for biofuels offsets declines in petroleum refining. Among downstream companies,
those with higher spreads between crude oil costs and refined liquids prices are also better positioned.

For upstream and integrated companies involved in extraction of oil and gas, those with reserves that have
low extraction and production costs can maintain cutput for longer as demand declines. The midstream
sector, which represents a small share of our total oil and gas exposure at default, faces similar impacts

as upstream, with demand for transportation of oil and gas maving in line with upstream production.
Midstream companies with operations in high-cost production regions can expect larger negative impacts.

Power and
utilities

The pilot was run on power generation companies, a subset of the power and utilities sector. The
average expected credit losses impact across the sample is limited, but this masks significant threats
and opportunities for companies depending on their current power generation mix and financial strength.
In bath the Orderly and Disorderly scenarios, companies must transition to a world in which generation

is primarily from wind and solar by 2050. Companies that already have significant wind and solar power
have an advantage and companies with stronger balance sheets are better able 10 sustain the investment
required to grow their renewables capabilities. The sector performs better in the Disorderly scenario than
in the Orderly, due to the delay in policy action in the Disorderty scenario until 2030 increasing both
demnand and prices for electricity.

Highar

HSBC Exposura'

Consolidated transition risk heat map across six high transition risk sectors - illustrative results of sub-sectors

Construction and building materials

L

Fower and utilities (PowerGen) ___________________ 5 ZE
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aher carbon costs

i
Automotive (OEM)

.. producers

# Oil and gas
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Source: HSBC Holdings plc: Task Force on Climate-related Financial Disclosures (‘TCFD') Update 2020

Read more about HSBC's TCFD Update 2020 here:
https://www.hsbc.com/-/files/hsbc/investors/hsbc-results/2020/annual/pdfs/hsbc-holdings-

Rolative impact® (% change betweon 2019 actuals and projected 2050 financials3)

Higher

plc/210223-task-force-on-climate-related-financial-disclosures-tcfd-update-2020.pdf

risk.

Example 3
UOB completed its pilot climate scenario analysis in 2020, focusing on the impact of transition risk
in its portfolio. Partnering an internationally recognised environmental consultancy firm, UOB
identified specific carbon intensive segments that were most likely to be impacted by climate
change. Subsequently, climate scenario analysis was performed to analyse the impact of transition
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Climate Change Scenarios

High
Carbon
Price

This scenario represents the
implementation of policies that
are sufficient to reduce greenhouse
gas emissions in line with the Paris
Agreement goal by limiting climate
change to 2°C by 2100. This scenario
is based on research by the OECD
and IEA™.

Moderate
Carbon
Price

This scenario™ assumes that
policies are implemented to reduce
greenhouse gas emissions and
limit climate change to 2°C in the
long-term but with action delayed
in the short-term. This scenario
draws on research by the OECD
and IEA" along with assessments
of the sufficiency of each country’s
Nationally Determined Contributions
(NDCs) by Climate Action Tracker®.

Low
Carbon
Price

This scenario represents the full
implementation of country NDCs
under the Paris Climate Agreement,
based on research by the OECD
and IEA". Prices in this scenario are
likely to be insufficient to achieve
the goals of the Paris Agreement.
This scenario is called the "New
Policy Scenario”.

Source: UOB Sustainability Report 2020

Read more about UOB’s Sustainability Report 2020 here:
https://www.uobgroup.com/investor-
relations/assets/pdfs/investor/annual/UOB _Sustainability Report 2020.pdf

Example 4

ING Bank uses the Terra approach, which is an inclusive, forward-looking and engagement-driven
approach that relies on science-based scenarios and asset level data to align sector portfolios with
the Paris Agreement.

The Climate Alignment Dashboard below shows the CO; intensity per sector for ING’s portfolio as
compared to the market and the relevant climate scenario.
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The ClimGtE Alignment DGSthCIYd For data sources please refer to Table 5 ‘Data source by type and sector’ in the Technical Annex.
Portfolio view - Outstandings as of year-end
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of 2.5% up from 1% in 2018 thanks to an increase in low-carbon .Y J
generation of 5.6%. Despite two decades of growth in renewable
power generation and the emissions reductions seen in 2019, the
sector was globally not on track to align with the Paris goals, which
requires an annual decline of 4% of total power generation emissions.

Our performance

ING's power generation portfolio within the scope of Terra (€7.5 billion, including
rooftop solar) is largely concentrated in OECD countries (approximately 90% of total
outstandings) and, to a lesser extent, in non-OECD regions (approximately 10%).
The events of 2020, however, present a new picture, with low-carbon power poised

to break records in its share of global power generation, an expected 40% in 2020,
compared with an expected 34% for coal globally.** While the pandemic has presented
unprecedented challenges and perils for society, we do see opportunities, particularly

In the chart above, ING's power generation portfolio is compared with the global
market and the SDS scenario pathways. For power generation, we display both the
global SDS pathway and the OECD SDS pathway, which is slightly more ambitious than

in the power sector, for society to build back better in the years ahead. And, at ING, we
are ready to do our part in facilitating this.

'www.iea.org/reports/tracking-pows
/www.ieq.org/reports/the-covid-19

clean-energy-progress/power#abstract

Source: ING Terra Progress Report 2020

Read more about the Climate Alignment Dashboard in ING Bank’s Terra Progress Report 2020:
https://www.ing.com/MediaEditPage/2020-ING-Terra-progress-report.htm

and TCFD Scenario Analysis here:
https://www.spglobal.com/marketintelligence/en/documents/trucost tfcdscenarioanalysis carbo
near practiseessentials.pdf
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RISK MANAGEMENT

BASIC

Recommendation R1:
Process for Identifying and Assessing Climate-related Risks

Description Disclose how the financial institution looks at existing and emerging regulatory requirements related
to climate change and other relevant factors.
Disclose the risk classification framework(s) used.
Disclose the risk terminology definitions used or existing risk classification framework(s) used.
Example(s) Example 1

Société Générale disclosed its public policy engagement as adherence to regulatory requirements.

Public policy engagement

Societe Generale is fully and unambiguously committed to the transition to a more sustainable economy. As one of
the world leaders in energy financing, Societe Generale shares the conviction that accompanying and accelerating
the energy transition is vital to mitigate climate change.

As such Societe Generale acts to promote the appropriate regulation of sustainable finance in Europe, directly or
through its participation to trade associations (in particular French Banking Federation, chaired by Societe
Generale’s CEO Frédéric Qudéa, and European Banking association) in 201922

Itis from this perspective that the Group supports policymakers’ initiatives to build a regulatory framework for
sustainable finance. In particular, a taxonomy of common environmental sustainability criteria at the EU level is
necessary for all market participants to give clarity and confidence in the sustainability of investee or borrowing
companies or projects,|

In this respect Societe Generale has provided extensive feedback to the Technical Expert Group of the European
Commission on the elaboration of the EU taxonomy, gathering expertise from across the Group on the technical
screening indicators. The Group is now part of a working group organised by the UNEPFI and EBF to provide high-
level recommendations on the application of the EU taxonomy on a selection of banking products. The Group also
contributed to several consultation launched in the sustainable finance domain, such as the revision of Non-
Financial Reporting Directive* and the Renewed sustainable finance strategy of the European commission®®, and the
consultation on the Draft ECB Guide on climate-related and environmental risks™.

Source: Société Générale Climate Disclosure Report 2020, pg. 13

Example 2
Société Générale disclosed the identification and consideration of climate-related risks in relation to
existing risk factors and provided a summary on how climate-related risk is identified.

4.2.1 Identification and consideration of climate-related risks in relation to existing
risk factors

Climate-related Risk identification is part of the overall Group risk identification process. This Group-wide process is
continuously performed to identify all risks that are or might be material. It is comprehensive and holistic (it covers
all risk types and all Group exposures) and relies on two pillars:
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*  Therisk-management governance (including key committees such as CORISQs at Group level or BU level, or
MNew Product Committees) that monitor the risk profile per risk type (credit, market, operational...). On top of
the monitoring of risks well identified, this governance allows a debate between risk experts and senior
management on emerging risks along with opportunities. This debate is fuelled by recent market news,
warning signals, etc...

*  Aseries of exercises aiming to identify additional risks, e.g. arising from evolutions in: macro-economic or
sectorial conditions; financial markets; regulatory constraints; competitors/market pressure; business model
(concentration effects) and bank organization evolutions. These additional identification exercises are also
organized by risk types but include some identification of cross-risk effects (e.g. market X credit, or credit X
operational). For a given risk type, these exercises analyse [ segment the Group exposure along several axes
(BU / activity [ client / product / region...). For the perimeters where this risk is assessed as material, the
underlying risk factors are identified.

Source: Société Générale Climate Disclosure Report 2020, pg. 26

Example 3

Barclays provided definitions of risk terminologies and considered climate-related risks in relation
to each of the existing Principal Risk (Credit Risk).

Note: For Barclays, processes for identifying, assessing, managing and integration of risks were
disclosed together. As such, there are overlapping disclosures for Barclays’ Identification, Assessment
and Managing Risks. Additionally, Barclays disclosed Identification, Assessment and Managing Risks
for every existing risk type (Credit Risk, Market Risk, etc.).

Credit risk Elevated risk sectors

Definition These sectors have been identified through an analysis
The risk of loss to the Group from the failure of clients, of Barclays Industrial Classifications by portfolio and
customers or counterparties, including sovereigns, to benchmarked against Moody's and other external

fully honour their obligations to the Group, includingthe  sources, with additional input from subject matter experts.
whole and timely payment of principal, interest,

. Qur rationale for choosing these sectors and assessing
collateral and other receivables.

exposure to them, year on year, is detaded opposite.
Identification highlights the factors that drive the sectors’
We start risk identification by highlighting sectors Fusceptibilit‘,‘ to climate change risk.
particularly susceptible to climate change risk. These
are broadly divided into three categornies: elevated,
moderate and low risk.

For the basis of preparation for elevated risk exposure
breakdown (chart below), please refer to page 31 in the
Metrica and targets section.

Source: Barclays TCFD Report pg. 17

Recommendation R2:
Process for Managing Climate related Risks

Description Disclose the financial institution’s risk management processes and controls.
Disclose the identities of individual(s)/function(s) responsible for oversight of climate-related risks
and its relationship with the business operations.

Example(s) Example 1

Barclays disclosed the description of risk management process and controls.
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Each climate-related risk in elevated sectors is
assessad by risk drivers and impacts. Risk drivers
and impacts were designed internally and are based
on rating agencies’ climate change assessments,
recommendations of the TCFD and our involverment
in UNEP FI's TCFD Banking Filot Project Phase Il

Building on identified elevated risk sectors, in 2019,

a Climate Change Risk Inrventory was introduced to
map climate-related risks across Credit, Market,
Treasury and capital, and Operational risks and provide
appropriate mitigation measures where necessary.

In 2020, the Climate Change Risk Inventory was evolved
into the Climate Change Risk Register to align with the

Source: Barclays TCFD Report 2020 pg. 18
Example 2
risk management.

The Board has ultimate
accountability for oversight
of climate risk management.
Two key risk committees are
involved in the oversight of
climate-related risk:

* Group NMon-Financial Risk
Committee: oversight of
non-financial risks, including
climate-related risks, and
the Group’s environmental
performance.

* Group Credit and Market
Risk Committee: oversight of
financial risk and ESG risks,
including climate-related
risks, in the context of the
credit risk portfolio. This
includes credit policy settings
for climate intensive, low-
carbon and climate-sensitive
sectors.

Source: National Australia Bank (NAB)

National Australia Bank (NAB) disclosed the key committees established for oversight of its climate

Group’s Risk Register Taxonomy. In particular, drivers
for each risk were identified across climate risk types
{physical, transition and connected) in addition to
macroeconomic and climate variables. The Register
is feeding itl'tc scenario design for the climate internal

SIress Ies

Sovereign risk assessment

n 2020 a climate sovereign risk assessment was
introduced, which included a risk factors matrix
incorporating physical, transition and connected risk
factors. It was designed to support the internal stress
test on Climate Change and is being introduced as part
of our ongeing risk review as part of the CCFOR Policy.

Recommendation R3:

Process for Integrating (i) Process for Identifying and Assessing Climate-related Risks and (ii) Process for Managing

Climate-related Risks; into Overall Risk Management.

Description Disclose the integration of processes for identifying, assessing, and managing climate-related risks
into overall risk management.
Disclose processes for prioritising climate-related risks, including how materiality determinations
are made within the financial institution.

Example(s) Example 1

UBS embedded climate-related risks into its risk appetite framework and operational risk appetite
statement. They have also developed climate-related standards in the energy and utilities sectors.
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The physical and transition rnsks from a changing dimate
contribute to a structural change across economies and
therefore affect banks and the financial sector as a whole. In
order to protect our clients” and our own assets from climate-
related risks, we continue to dnve the integration of climate-
related nsk into our standard nsk management framework.

UBS manages climate nsks in our own operations, balance
sheet, client assets and supply chain. We are embedding cimate
nsk into the UBS nsk appetite framework and operational nsk
appetite statement. In 2020, we further integrated climate risk
in risk identrfication, management stress testing methodology
and reporting processes across the organization. We have
conzistently reduced our exposure to carbon-related assets and
continued our multi-year efforts to develop methodeologies that
enable more robust and transparent disclosure of dimate
metrics. This work will continue our efforts to ensure we are
prepared to respond to increased regulatory requirements on
climate rnsk, are aligning our disclosure with the TCFD
recommendations and collaborate within the industry to close
gaps.

Climate-related standards in the energy and utilities sectors

Nat providing project-leve! finance to new coal-fired power plants globally

Only supporting finandng to transactions of existing coal-fired operators (>30% coal reliance)
who have a transiticn strategy in place that aligns with a pathway under the Paris Agreement,
or if the transaction i related to renewable energy

Coal
g Coal mining Nat providing financing where the stated use of proceeds is for greenfield' thermal

coal mines

Cantinuing to severely restrict lending and capital raising to the coal mining sector

Mountaintop removal (MTR) Nat providing financing to coal-mining companiss engaged in MTR operations

Arctic oil and eil sands Nat providing financing where the stated use of proceeds is for new offshore oil projects
inthe Arctic or greenfield' oil sands projects
Only provide financing to companies that have significant ressrves or production in arctic oil
and / or oil sands (=30% of reserves or preduction) where the stated use of proceeds is related

Gil and gas 10 renewable energy or conventional ol and gas assets

alle L — : ; ;
Liguefied natural gas (LNG) Transactions directly related to LNG infrastructure assets are subject to enhanced envircnmental

and secial risk (ESR) due diligence considening relevant factors such asmanagement of methane

and ultra-deepwater drillin ’
Py 9 leaks as well as the company’s past and present environmental and social performance

Transactions directly related to uftra-despwater drilling assets are subject to enhanced ESR dus
diligence considering relevant factors such as environmental impact analysis, spill prevention
and response plans, and the company’s past and present environmental and sooal performance

1 Greenfield means a new mine / well or an expansion of an existing ming / well which results in 2 matenial increase in existing production capacity.

Source: UBS SR 2020 pg. 33: Climate risk management, Climate-related standards in the energy and
utilities sectors

Example 2
UBS piloted a climate risk heatmap to take a materiality-driven approach and rates cross-sectoral
credit risk exposures to climate sensitivity, from high to low, through a risk segmentation process.
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Climate nisk heatmap

To inform the further development of s dimate nsk

management strategy, UBS has piloted a transition risk heatmap,

developed in collaboration with the UNEP FI TCFD working
group. The heatmap enables UBS to take a matenality-driven
approach to further inform its climate risk management strategy
by:

- helping to identify concenirations of exposure with high
dimate nsk vulnerability, which, in turn, enables resource
prioritization for detailed bottom-up risk analysis;

- supporting a client-centnic strateqy that priomtizes clients who
may benefit from UBS products and semvices in support of
their transition strategies; and by

- providing dedsion-useful information in internal reports to
executive and board leadership and external disclosure to
stakeholders.

Climate risk heatmap

The heatmap rates cross-sectoral credit risk exposure to
climate sensitity, from high to low, through 2 risk segmentation
process. These ratings are based upon climate risk ratings
determined by ratings agencies, regulators and expert
consultants. The working group discussed how to group
companies with similar risk characteristics into risk segments and
rate those segments according to their vulnerability to climate
policy, low-carbon technology risks, and revenue / demand shifts
under an aggressive approach to meeting the well below 2°C
Paris goal. The next steps for UBS are to pilot the physical sk
heatmap methodology, also developed with the UNEP FI TCFD
working group, and to examine the applicability of the heatmap
methodology in other traditional risk categories.

Heatmap of climate-sensitive sector exposure
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Example 3

HSBC Amanah’s approach to climate risk management is guided by HSBC's Group-wide risk
management framework, which follows five simple steps: define and enable, identify and assess,

Source: UBS SR 2020 pg. 37: Climate risk heatmap

manage, aggregate and report, and govern.
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RISK MANAGEMENT FRAMEWORK

Risk type Wholesale cradit Retail credit Strategic risk (reputational) Resilience risk Regulatory compliance risk
Timescala' Short - long tarm Meadium - long tarm Short - long tarm Short - long term Short - madium term
Transition risk drivers
* Policy and legal v v
* Technology

* End-demand [markat)

NYANANAN

* Reputational
Physical risk drivers

= Acute:
ncreased severity of
extreme weathar

L
<
<

= Chronic:
Changes in weather v v
pattarns

'Short term: less than one year; medium term: period to 2030; long term: pariod to 2050

Source: HSBC Amanah, 2020

STRETCH

Recommendation R4:
Process for Identifying and Assessing Climate-related Risks

Description Disclose the financial institution’s risk management processes used to identify and assess climate-
related risks.
Disclose the financial institution’s climate-related risks and their significance within existing risk
categories such as credit, market, operational, liquidity risk.
Disclose the financial institution’s processes for assessing the potential size and scope of identified
climate-related risks.
Disclose key sectors in the financial institution’s portfolio that are identified as being highly exposed
to climate risk.
Set out the financial institution’s risk management controls or actions in managing impacts from
direct climate-related risks (i.e. through own operations).

Example(s) Example 1

Société Générale provided disclosures of how climate-related risks have been integrated into its
existing risk categories such as credit, market, operational, insurance and liquidity risks. Société
Générale has also provided comprehensive disclosures for each existing risk categories with
corresponding physical and transition risks.
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Risk

Credit

Market

Operational

Insurance

Example 2

Physical

Physical risk could increase customer’
probability of default by directly damaging their
assets in affected areas (as physical events could
hit production facilities, warehouses, services
and decisions centres) and indirectly impacting
their business model by disturbing their supply
chain, commercial routes or markets.

In case of the customer default, physical risks
could also make the Group ability to recover part
of their commitment more difficult, for example
through lower collateral valuations in real estate
portfolios as a result of increased flood risk.

Severe physical events may lead to shifts in
market expectations and could resultin sudden
repricing. For example, hurricanes impacting
companies’ premises in certain areas may impact
market expectations on their ability to generate
revenues, and so their share value,

Physical events could impact Societe Generale’s
own sites and the Group ability to keep on
providing services to its customers.

Multiplication of physical events and of higher
severity could impact IARD activity {Incendies,
Accidents et Risques Divers) of which it is the
object.

Table 5: ldentified climate-related risks impact on existing categories of risk

Transition

Transition risks, for sectors affected by low-
carbon transition policies (higher price of
carbon for example), could also impact
customers’ ability to generate revenues and
meet their financial commitments if they do not
take measure to adapt their business models or
if they cannot finance the needed adaptations
measures (as research and developments to
develop low-carbon alternatives to products
and services).

Transition risks could also indirectly impact
customers’ assets valuation, for example by
impacting the valuation of fossil fuels reserves
such as coal or oil, whose value is expected to
fallin a low-carbon economy perspective
(stranded assets phenomenon). This could
particularly impact collateral valuation.

Transition risks may generate an abrupt
repricing of securities and derivatives, for
example for products associated with industries
affected by asset stranding.

Mon-compliance with transition-related
disclosure obligations could lead to legal
proceedings and fines.

Mon-compliance with public commitments
towards low-carbon economy transition could
also generate a reputational risk who might
stigmatize banks and generate a loss of
revenues caused by customer shift. An
additicnal reputational risk could also exist if a
commitment would be perceived by external
stakeholders as inappropriate or insufficient.

Physical and transition risks could impact the value of the assets in which insurance activities
invest the money collected. As a result, a drop of those assets values because of transition risks
could impact the ability of insurance activities to deal with its financial commitments.

Source: Société Générale Climate Disclosure Report 2020, pg. 27

UBS tested a methodology that combines quantitative bottom-up borrower-level analysis with top-
down portfolio segmentation to analyse for credit-rating impacts under a 2-degree climate scenario,
for their Power utilities and Oil & gas portfolios.
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Phase I: Power utilities

UBS pilot tested a methodology developed with Oliver Wyman
and 16 banks, as part of the UNEP FI TCFD working group, on its
power utilities portfolio (power). The methodclogy combines
quantitative bottom-up borrower-level analysis with top-down
poertfolic segmentation, to analyze for credit-rating impacts
under a 2 degree cdimate scenaric. A sample of over

Phase lI- Oif and gas

In 2020, UBS pilot tested the methodology on its 2020 oil and
gas (O&G) portfolio. This time, testing against a range of 1.5°C
pathways, including an orderly and immediate transition, a
disorderly and delayed transition, and a disorderly transition that
assumed low reliance on carbon dioxide removals (CDR). The
scenarios were developed in partnership with the IAMC and
were also the basis for the reference scenarios issued by the
MNetwork for Greening the Financial System (NGFS).

According to our assessment, integrated O&G, as large-cap
companies, are well equipped to forecast and strategize for their
role in the transition to a low-carbon economy. Large integrated
O&G companies are also considered to have control over major
reserves, making them some of the last oil drillers in 2040 that
supply residual oil demand.

Key findings supported earlier analyses: no significant risk to
UBS was identified. Expected loss impacts to UBS exposure in the
sector ranged from 0.4% to 1.1% of the total sectoral exposure
in a delayed transition scenario and low-CDR scenario
respectively, in 2040. In addition, the weighted average
profitability and default (PD) impacts by scenaric show greater
credit impacts in a CDR scenario, followed by an immediate
action scenario, as shown in the next graph.

Source: UBS SR 2020 pg. 35: UNEP FI TCFD Working Group for Banks

Example 3

Barclays disclosed the identification of impacts of climate-related risks on the bank’s portfolio and
made reference to industry or internationally-recognised frameworks for identification of risks
(please refer to elevated risk sectors in illustration below).

Note: For Barclays - processes for identifying, assessing, managing and integration of risks were
disclosed together. As such, there are overlapping disclosures for Barclays’ Identification, Assessment
and Managing Risks. Additionally, Barclays disclosed Identification, Assessment and Managing Risks
for every existing risk type (Credit Risk, Market Risk, etc.).

Credit risk Elevated risk sectors

Definition These sectors have beenidentified through an analysis
The risk of loss to the Group from the failure of clients, of Barcleys Industrial Classifications by portfolio and
customers or counterparties, including sovereigns, to benchmarked against Moody's and other external

fully honour their obligations to the Group, includingthe  sources, with additional input from subject matter experts.
wihole and timely payment of principal, interest,

collstersl and other receivables. Cwir rationale for choosing these sectors and assessing

exposure to them, year on year, is detailed opposite.
Identification it highlights the factors that drive the sectors’

‘We start risk identification by highlighting sectors susceptibility to climate change risk.

perticularly susceptible to climate change rizsk. These
are broadly dividedinto three categories: elevated,
moderate and low risk.

For the basis of preparation for elevated risk exposure
breakdown (chart below), please referto pege 31inthe
Metrics and targets section.
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Elevated risk exposure breakdown (2020) as percentage of total loans & advances and loan commitments
£m

B sirines

B Automobile mamsacturers
Buiiding materialks
B cosimining and supporting infrastructure
B commodity chemicais
Mining and metals, excuding coal
Oil & Gas—Extraction
0il & Gas — Midstream Enengy
Ol & Gas— Oifisld Senices
Ol & Gas—Refining and Marketing
[l Fower Utiities
[l Froteinand Agricuiture

B steal
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Elevated risk sector rationale

Airlines More stringent air emission and carbon regulations, requining high levels

Airports of capital mvestment and Ressarch & Development (RED) expendiure.

Auvtomobile Podicy pressure to cut emissions tomest regional emission

manufacturers reguirements, requiring high levels of capital investment and R&D
expenditure. Phase out of fossil fuel vehicles around the world le.g. ban
on sakes of internal combustion engine wehices).

Building materials Policy pressure to cut emissions, in particular, for cement producers.

Coal mining and supporting
infrastructure

Reduction in demand of thermal coal, as utiities transition awsy from
fossil fuel. More stringent air emissions, resulting in higher levels of
capital imestment.

Commuodity chemicals

Increasing ervironmental regulation, including carbon reguilations. The
increasing efforts to eliminate single-use plastics and improve recycling
to prevent marine pollution could also impact demand for products
wsed inplastic manufacture.

Mining and metals,
excluding coal

Rising costs as aresult of tighter environmental reguiations.and
increasing water stress.

Oil & Gas — Extraction
Oil & Gas — Midstrearn Energy
Oil & Gas — Oilfeld Servicas

Oil & Gas — Refining and

Policy pressure to cut emissions, exposure to carbon taxes and overall
increasing emvironmental regulation of operations and restrictions on
access to new resources. Over time. falling demand for fossil fuels.

Marketing

Powaer Utilitias Podicy pressure to cut emissions, leading toincreased capital
expenditure costs, plus potential exposure to carbon taxes

Protein and Agriculture Shifts in emvironmental regulations may raise costs of production
for animal protein. Volatile weather conditions and increased ESG
regulation in the food sector will affect agriculture. Fallin meat and
dairy consumption due to changes insooetal behaviours.

Shipping Policy pressure to cut emissions, requiring higher levels of capital
imvestrment.

Steal Being an energy-intensive sector, the sector is exposad o the policy
pressure to cut emissions and evolving air poliution regulation.

Surface transportation Policy pressure to cut emissions, requiring high levels of capital

and logistics imvestment.

Source: Barclays TCFD Report pg. 17

Example 4
Société Générale disclosed the identification of impacts of climate-related risks on the bank’s
portfolio and made reference to industry or internationally-recognised frameworks for identification
of risks.
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4.3.1 Climate Vulnerability Indicator: transition risk impact on corporate credit risk
using scenario analysis

The impact of transition risk on the credit risk of Societe Generale’s corporate clients has been identified as the
main climate-related risk for the Group. As a result, this has been our first area of focus while implementing a
climate-related risk framework. In order to measure this impact, the Group is gradually implementing a Climate
Vulnerability Indicator that aims at reinforcing the credit analysis on the most exposed counterparties.

Societe Generale is engaged in the sensitivity analysis on climate risk organized by the European Banking Authority
(EBA) and the French banking regulator (Auterité de Contréle Prudentiel et de Résolution - ACPR) in 2020, which
focuses on transition risk impact on financial institutions. It is an opportunity to test and keep improving our
methodologies (described below), with a collective approach and inputs from our peers and regulators on the
subject.

The approach adopted by Societe Generale for measuring transition risks is inspired by the United Nations
Environment Programme Initiative (UNEP FlI}, to which Societe Generale has contributed along with 15
international banks in 2018. In a nutshell, this approach aims to assess transition risks by quantifying the marginal
impact of the climate scenario on the credit rating of borrowers for a set of priority sectors, under the assumption
that the borrower does not adapt to this scenario. This climate scenario is validated every year by the CORISQ
following the proposal of the Economics and Sector Research department|

Source: Société Générale Climate Disclosure Report 2020, pg. 30

Example 5
Société Générale disclosed its step-by-step approach as well as processes for assessing climate-
related risks.

The evaluation of transition risk is conducted as per the 5 steps below and summarised in Figure 6.

1. Identify priority sectors: taking into account the materiality of Societe Generale’s exposure, the sectors
affected by the transition risk identified as priorities include as of now: Qil & Gas, Power Utilities, Metals &
Mining, Transportation (including Automotive, Shipping, Aircraft) and Commercial Real Estate. This first set of
sectors has been validated by the CORISQ, with the opportunity to be extended in the future (with CORISQ
validation)

2. Chaice of a single climate scenario: such scenario integrates the effects of palicy measures to limit global
warming below the Paris Agreement threshold. The scenario focuses on clarifying the evolution of certain
variables (e.g. carbon tax, investments in new technologies, changes in energy prices) which are detailed at the
level of each activity sectorin an associated geographical area (detailed on the chosen scenario provided in
section 2.2.4).

3. Define homogeneous segments: The selected sectors are then sub-divided into segments, which consist in
groups of borrowers with a homogenous sensitivity to the transition scenario in terms of credit risk. This
homogeneity is defined by experts in relation to the main transition risk factors given by the scenario. The
assignment to one segment relies on expert decision tree and based on objective sectoral and regional criteria
(e.g. energy mix for electricity producers, US and EU utility regulatory differences).

4. Assign borrowers into segments: Most borrowers in the sectors defined and above a certain threshold of
exposure are then assigned into a segment, thanks to the borrowers’ data (publicly available or specifically
asked to the client when missing).

5. Assess the “climate vulnerability” of borrowers: The borrowers automatically inherit the level of sensitivity of
the segment to which they belong, materialised by a climate vulnerability indicator (CVI). The CVl is
represented by a 7-level scale as shown on Figure and corresponds to the marginal impact on the counterparty
current internal rating over a 20-year time horizon of the selected transition scenario. It is evaluated in parallel
to the internal rating (which is based on a 1-year probability of default), and under the assumption that the
counterparty does not take any adaptation measures.
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Figure 6: Methodology for assessing transition risks on the credit porttolio

w
'—
2 Borrower data Credit portfolios Scenarios
2
v v
Identify priority sectors «—  Main variables
]
m +
ﬁ Define homogeneous segment _
@ I g
= =
E » Assign borrowers into segments g
Assess the climate vulnerability of borrowers
I
: | }
i Quantification of Expected Client engagement action
= Loss (EL) and Risk-Weighted needed if borrower has a
5 Assets (RWA) at borrower and moderate or high negative
= segment/sector level vulnerability

Source: Société Générale Climate Disclosure Report 2020
Example 6
results of assessment of climate-related risks based on a vulnerability assessment scale.

This evaluation is reviewed by the appropriate governance: the CVl calculated according to this methodology is
proposed by the first line of defence (LoD1), which can adapt the evaluation (and then modify the CVI) according to
the borrower’s specifics. It is then validated by the Risk Department as second line of defence (LoD2).

The CVI lead to 2 types of outputs:

+  Quantifying an impact on credit risk metrics. Once calculated, borrowers’ vulnerability can be translated into
a quantified impact in terms of Expected Losses and Risk-Weighted Assets. This is done thanks to the sector
experts’ opinion on the vulnerability identified and expressed in average rating degradation (for each of the 7
CVI levels is associated a rating degradation that can be applied to the related clients). In a bottom-up process,
this quantification exercise can then be done at segment and sector level.

s Alist of clients vulnerahle to transition risks for which the strategy will be examined. For borrowers that
are identified as vulnerable or highly vulnerable, the client relationship manager formalises an opinion on the
client’s adaptation strategy as regards to the transition risk. For long-term exposure, attention is paid on the
financing risk at maturity. Vigilance is also paid to the timeliness of the client’s strategic shift compared to that
of the scenario. Indeed, in the case of a slow adaptation, the borrower could find itself in difficulty to raise the
liquidity needed to finance its transformation plans.

Société Générale disclosed evaluation undertaken by the appropriate governance function(s) and
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Figure T: Vulnerability Assessment Scale

Vulnerability

Risk management
assessment scale

High Positive

Moderate Positive

Low Positive Mo Specific Actions
Mo impact

Low Negative

Moderate Negative Client relationship manager to formulate an
opinion on the client’s strategy and its
management of transition risks.

Vigilance increased on long-term operations.

High Negative
Source: Société Générale Climate Disclosure Report 2020, pg. 31 and 32

Example 7
UBS disclosed how they used climate stress-testing to identify, measure, monitor, manage and
report on climate-related risks.

Scenarnio analysis

We have been using scenano-based approaches since 2014 to We have performed both top-down balance shest stress
assess our exposure to physical and transition risks stemming from  testing (across the firm), as well as targeted, bottom-up analysis
climate change. These early in-house scenario analyses have been  of specific sector exposures covening short-, mid-, and long-term
followed by a series of assessments performad through industry  time horizons. The table below summarizes the UBS scenario
collaborations in order to harmonize approaches in addressing  assessments performed to date.

identrfied methodological and data gaps.

Time
Aszeszment Year Seenarios used herizen’ Quteome:
UBS climate stress test to assess firm-wide 2014 Climate scenario — ST Moderate financal impact in line
vulnerability to dimate change (impacts to developed in-house  — T with other stress scenarics, such
e bala nce sheet, operational income and physical as those that foresee an oil shock
: assats)
scenarie |
analysiz Assessment of physical climate hazard impacts 2015 — ST
on martgage portfolies secured by real estate — MT
- I
5 e'f oo\
A Assessment of dimate transition risk impacts 2015 — 5T
{changing ail, gas and coal prices, implying an - T
increased carbon price) on oil, gas and electric
utilities credit portfolios
Natural Capital Finance Alliance / United Nations 2017 — 5T
Ervironment Programme Finance Initiative (UNEP — T
Fi): Assessment of the impact of increased
drought on productivity of borrowers in UBS
energy credit portfolio
UNEP FI TCFD phase | project for banks: 2018~ — ST
Development of a credit analysis methodology 2018 - MT

that uses integrated assessment modeling (1AM)
climate scenanos; pilot testing the methodalogy
an UBS power utilities credit partfolio
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Industry
collaboration

0 ~0

ABA

LUNEP FI TCFD phase || project for banks: 2020
— Further development of dimate scenaries, in
line with the range of reference scenarios
published by the Network for Greening the
Finandial System (NGFS)
— Development of a heatmap methodology
~ Pilot testing the credit analysis methodology

an cur oil and gas portfolio and physical risk
analysis on our real estate mortgage portfolio

IUNEP FI TCFD phase lll project for banks and 201
investors: deep dive on dimate transition risks in

real estate, portfolio alignment methods, and
client-gentric approaches for supporting

transition strategies

Paris Agreement Capital Transition Assessment 2019
{PACTA): Testing the alignmant of UBS 2020
corparate lending portfolios with Panis

Agreement benchmarks

- |AMC based on
NGFS scenarics

- CICERO

- B2Ds*
- S5

- NP5s

PACTA 2020 dimate alignment test: studying 2020
the dimate alignment of Swiss morigages, direct

real estate investments and listed investments

portfolios

- P

- 5T

UBS has a very low exposure

- MT to ecanomic activities with

_ = moderate to high transition risk;
no significant credtt loss from
transition risks in erderly and
disorderly 1.5 degree scenanios

- 5T

- MT

-0

- 5T

- MT

- ST Listed investments results show

— T that UBS has a relatively low

eXposUre 10 power, autometive
and fossil fuel sectors overall,
compared 1o the aggregated
results of all participating banks®
portfolios

Example 8
Société Générale disclosed its key risk management processes and controls and set out risk
management controls or actions in managing impacts from direct climate-related risks (i.e. via its
own operations).

1 5T= shart tem, (-3 years; MT = medium tem, 3-10 years; LT = long term, over 10 years.  ? Intamational Energy Agency (EA), Workd Energy Outlook. 3 Bayond 2.Dagreas Scznano 4 Sustamable Developmant
Seznanic % New Polioes Scenania & Cument Polides Scenano.

Mate: Climate scenario analysis is a novel area of research, and we expect the methodologies, tools and data availabality 1o evelve and improve over time. This overview summarizes the key scenano assassments and
pilats conducted at UBS since 2014, which we will build upon to despen our understanding of dimatz risks and opportunities.

Source: UBS SR 2020 pg. 34: Scenario Analysis
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4.3. Processes for identifying and managing climate-related risks

This remaining subsection present four processes in place to identify, assess and manage climate-related risks. As
shown on Table &, these processes examine a range of transition and physical risk impacts on a variety of risk
factors and portfolios, and are at various stage of maturity}

Two already operational processes are monitoring transition risk impact on credit and reputational risks. One
assesses the long-term impact of transition risk on corperate client credit risk using scenario analysis, while another
looks at the short-term impact of transition risk on reputational risks using the Group’s normative standards set out
in its E&S policies. Those two processes are nonstheless intertwined as they rely on similar input data, scenarios,

processes and, in some cases, people within the bank.
Societe Generale also assesses physical risks on its on assets and operations within its operational risk framework.

The assessment of physical risks on the Group's corporate and retail loan books as well as the impact of climate-
related risks on sovereign’s credit risk are currently under development.

Table 6: Processes to identify and manage climate-related risks

Risk Risk factor Portfolio covered Identification & assessment Management

Based tive standard (E&5  Mitigati
Reputational Corporatesloan book azac on normative standard | tHg=tion

policies) action
Client
Transition Corporates loan book Based u::n- s_cenar?c- analysis (Climate enga.gement
Vulnerability Indicater) on climate
strategy
Sovereign loan book
Credit
Corporates loan book
Under development
Retail loan book
Physical
Sovereign loan bock
Mitigati
Operational  Own operations Part of cperational risk framework acll::iz on

Source: Société Générale Climate Disclosure Report 2020

Recommendation R5:
Process for Managing Climate-related Risks

Description

Disclose the financial institution’s processes for managing climate-related risks including decisions
to mitigate, transfer, accept, or control those risks.

Disclose improvements planned/completed by the financial institution to enhance capabilities and
incorporate climate-related risks into existing risk management framework.

Conduct training and employee readiness planning as well as programmes.

Disclose how the financial institution’s customers are engaged and helped in mitigating climate-
related risks.

Use metrics and targets to monitor progress in managing climate-related risks (i.e. exposure to, and
quantification of, risk types by business segment and jurisdiction).

Set out the financial institution’s risk management controls or actions in managing impacts from
indirect climate-related risks (i.e. through activities of its clients).
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Disclose the financial institution’s exposure to, and quantification of, sustainable financing.

Example(s)

Example 1

UBS provided disclosures on how they engaged and helped clients in mitigating climate-related risks.

Protecting our clients’ assets

As a global financial institution, it's our responsibility to help
clients navigate through the challenges of the transition to a
low-carbon ecanomy. We help our dlients assass, manage and
protect their assets from dlimate-related risks by offenng
innovative products and semvices In investment, financing and
research.

UBS Asset Management (AM) has developed a suite of
products, termed Climate Aware, to help investors align their
portfolios toward a lower-carbon future. The first Climate Aware
passive equity strategy was launched in 2017. In 2020, we
launched a broader Climate Aware suite of investment strategies
based on the original Climate Aware methodology, incuding
active and passive, equity and fixed income.

This expanded offening is delivering on the commitment our
firm made at the World Economic Forum (WEF) Annual Mesting
2020 to support clients in their own climata change transition. [t
anables clients to reduce the carbon footprint of their portfolios
in line with their sustainability goals while meeting their financial
objectives.

Engagement

In December 2020, UBS became a founding signatory of the

Net Zero Asset Managers Initiative alongside 30 other asset
managers representing over USD 9 trillion of assets under
management (AUM). This leading group of global asset
managers has committed to supporting the goal of net zero
GHG emissions by 2050 or sooner, in line with global efforts to
limit global warming to 1.5°C.

As part of the intiative, asset manager signatories have
committed to:
- working in parinership with asset owner cdlients on

decarbonization goals, consistent with an ambition to reach
net zero emissions by 2050 or sooner across all assets under
managemeant;

- setting an intenm target for the proportion of assets to be

managed in line with the attainment of net zero emissions by
2050 or sooner; and

On behalf of chients, AM engages with companiss it invests in to
discuss approaches to mitigating climate-related nsk. AM also

actively wvotes on shareholder resclutions

toc  improve

transparency and disclosure arcund climate-related reporting.
Speafically in the context of its Climate Aware strategy, AM has
implemented an engagement program with 49 ol and gas
companies as well as utilites companies undenwveighted in the

strategy. Communication wrth these

companies

aims at

improving their disclosure and performance alignment wrth the
TCFD recommendations. Engagement also makes it possible to
share the resulis of the quantitative and gualitative assessments
included in the fund methodology with investee companies. This
allows for the wvernfication of company performance with
additional information collected before and after meetings. i
also means AM can collect feedback, explicitly communicate
objectives for change in corporate practices and further enhance
the model used to inform the under- / overweights in the

strategy.

A Chimate Aware framewort: for investors

The Climate Aware framework is built on the methodology that
underlies AM's Climate Aware strategy. The main characteristics

of the framework are:

— Portfolio mrtigation: lowwering investment exposures to carbon

risk
— Portfolio  adaptation:
climate-related innovation and solutions

increasing  investment exposure  to

— Portfolio transition: aligning portfolios to an investor's chosen

climate glidepath

Source: UBS SR 2020 pg. 38-39: Protecting our clients’ assets, Engagement & Climate-related

opportunities
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Example 2
Barclays disclosed that they provided training and employee readiness planning and programmes
(e.g. training for Environmental Risk Team as illustrated below).

Managing risk

On an annual basis, where an overall Credit Climate
Lens rating for a client is assessed as Medium or High,
the client details are referred to the Environmental Risk
Team (ERT). This dedicated team within the Enterprise
Risk Management (ERM) function,|conducts enhanced
due diligence (EDD). Following thelr analysis, ERT
provides recornmendations and guidance on how to
proceed with these clients, addressing any issues
identified during the EDD process.

In addition to EDD, scenario analysis and stress testing
were identified as primary tools to support risk
management efforts in assessing climate change risks
in the portfolio and overall resilience of Barclays’
strategy. Please see the Scenario analysis section

for more information on stress testing.

Source: Barclays TCFD Report 2020 pg. 18

Example 3
Barclays disclosed the exposure (5/%) and quantification of risk types by business segment and
jurisdiction.
Total 2013 Total 2020 Y %
£m £m crange
Airlines 1381 1,339 -3%
Airports 546 661 21%
Automobile manufacturers 2971 3,649 23%
Building materials 1,141 1,194 5%
Ceoal mining and supporting infrastructure 40 28 -28%
Commodty chemicals 1882 2,005 7%
Mining and metals, excluding coal 2071 2,065 0%
Ol & Gas —Extraction 7.308 7,414 1%
Ol & Gas —Midstrearmn Energy 3616 3,223 -11%
Ol & Gas — Qilfield Services 2,480 2,100 -15%
Ol & Gas —Refining and Marketing 2774 2,821 205
Power Utilities 10,319 9,911 -4%
Protein and Agriculture 5,208 5,453 3%
Shipping 715 683 -4%
Steel 471 502 To%
Surface transportation and logistics 657 689 5%
Total 43,670 43,737 0%
Motes

= Cver e @st yesr we NEVE continues 1o evole our undenstanaing of Cimate and caroon-reiETed risk and nave reviswed our SarclEys Industia
ClEssMicalions 1o ensure they sccurately reflect these risks. As @ result of these reviews, we have idented additional aneas within The broader sector
CcElEgoTEs Which we desm e vEted Climate andior CaTDon NEk, 3N nEvE restate 35T SaT s 1akies 1o refect evohied undentancing. This covers the
Prodein and Agricufture, Shioping and Power Uilities sectoms,

= Banclays does notoonsider &l parts of the Power UTiftes value cnain exposed o eleveted oimats risk, forinstance Power Distribution & Thansmission.
Climane risk for this sector may depend on 8 nUmber of factons such & the reElisnce andior focus of the company o fossil fusis. As such, exposures for
tnis sector show the porion of the Power Uaifes sector where we do dentiy efevated climate nsks. As a resut, our 2019 elevated nsk numicer has
Deen restated from £36,670mto £43,670m

Source: Barclays TCFD Report 2020 pg. 31

Example 4
Société Générale disclosed their risk management controls or actions set out in managing impacts
from indirect climate-related risks (i.e. through activities of its clients).
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5.2. Indirect materiality

5.2.1 Portfolio alignment

The concept of aligning finance with the Paris Agreement PA has emerged over the past couple of years as the new
paradigm for increasing climate action ambition within the financial community. This concept integrates the fact
that financial flows need to be “consistent with a pathway towards low greenhouse gas emissions and climate-
resilient development” (PA article 2.1.c), to hold “the increase in the global average temperature to well below 2°C
above pre-industrial levels and pursuing efforts to limit the temperature increase to 1.5°C pre-industrial levels” [PA
article 2.1.a).

At the 2018 COP24 in Katowice, Societe Generale, together with BBVA, BNP Paribas, ING and Standard Chartered
publicly pledged to develop an open source methodology and to align their activities with the goals of the Paris
Agreement, i.e. this became known as the Katowice commitment.! This commitment was echoed by the Collective
Commitment on Climate Action (CCCA) launched on the side of the signing of the United Nations Principles for
Responsible Banking. The CCCA was signed by 36 international banks including the 5 ‘Katowice Banks™.*

Since 2018, the Katowice Banks have collaborated with think tank 2° Investing Initiative (2DI1) to make the Paris
Agreement Capital Transition Assessment or PACTA methodology applicable to bank lending (initially developed for
equity and bond portfolios). Close to twenty systemically important banks took part in the PACTA pilot, and the
open source tool can be used by any bank that is interested, using a range of input data.®

In September 2020, 2Dl published its PACTA methodology. A couple of days after the Katowice Banks jointly
publish a report on the application of the PACTA methodology on their credit portfolios.®

2D11 publish the “PACTA methodology” with an online Katowice Banks publish their “Application of the PACTA
tool.

PACTA for Banks o ;

Methodology —

Document

. BBVA ING i ot ]

iy P -
OPICTA  2Gumny 1= o

s methodology”.

https://2degrees-investing.org/wp-
https://www.transitionmonitor.com/wp- content/uploads/2020/09/Katowice-Banks-2020-Credit-
content/uploads/2020/09/PACTA-for-Banks-Methodology- Portfolio-Alignment.pdf

Document.pdf
Source: Société Générale Climate Disclosure Report 2020, pg. 37 and 38

Example 5
Société Générale disclosed the quantification of sustainable financing as part of managing the
transition to a low carbon future.
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7.5. Financing the transition

The Group is monitoring its Sustainable and Positive Impact Finance (SPIF)*" to extend credit, leasing and customer
support in the growth of sustainable activities. The figure below shows the evolution and distribution of climate-
related financing cwver time,

Figure 23: Green financing production (corporate)  Figure 24: 5plit of green financing production 2019

T 6.5 6.5 Other environmental Renewable

projects (10%) energy
production
Public (53%)
transport
(9%
3.2
2.9
2.0
Sustainable
buildings
(289%)

2015 2016 2017 2018 2019

o

[5]

=

Billion euros

Source: Société Générale Climate Disclosure Report 2020, pg. 53

Example 6
Société Générale disclosed its process for identifying and managing climate-related risks, particularly
transition risks.

4.3, Processes for identifying and managing climate-related risks

This remaining subsection present four processes in place to identify, assess and manage climate-related risks. As
shown on Table 6, these processes examine a range of transition and physical risk impacts on a variety of risk
factors and portfolios, and are at various stage of maturity|

Two already operational processes are monitoring transition risk impact on credit and reputational risks. One
assesses the long-term impact of transition risk on corporate client credit risk using scenario analysis, while another
looks at the short-term impact of transition risk on reputational risks using the Group’s normative standards set out
in its E&S policies. Those two processes are nonetheless intertwined as they rely on similar input data, scenarios,
processes and, in some cases, people within the bank.

Societe Generale also assesses physical risks on its on assets and operations within its operational risk framework.

The assessment of physical risks on the Group’s corporate and retail loan books as well as the impact of climate-
related risks on sovereign’s credit risk are currently under development.
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Table 6: Processes to identify and manage climate-related risks

Risk Risk factor Portfolio covered

Reputational Corporates loan book

T iti
ransition Corporates loan book
Sovereign loan book
Credit
Corporates loan book
Retail loan book
Physical

Sovereign loan book

Operational  Own operations

Example 7

Barclays provided a description of impacted risk management processes and controls, including a
description of improvements planned/completed to enhance its capabilities and incorporate

Identification & assessment Management
Based on normative standard (E&S  Mitigation
policies) action

Client

Based on scenario analysis (Climate  engagement

Vulnerability Indicator) on climate
strategy

Under development -

Part of operational risk framework Mlt!gatlon
action

Source: Société Générale Climate Disclosure Report 2020, pg. 29

climate-related risks into existing risk management framework.

A range of indicators were used to assess a sovereign's
ability and capacity to respond to climate-related
challenges, including five Transition Risk factors, five
Physical Risk factors and three Economic & Fiscal
Strength factors. A number of external metrics have
also been utilised, including the University of Notre
Dame's Global Adaptation Index and Climate Change
Performance Index — Climate Policy. These factors were
then applied to countries with material exposure of
more than £200m. Sovereigns that are most impacted
to these factors are now being monitored on an
ongoing basis.

In support of the climate internal stress test, this
analysis resulted in adjustments being made to the
sovereign credit rating, as determined by the
underlying scenario. From here, stress loss was
calculated to inform Barclays® vulnerability.

Sovereign risk assessment

In 2020 a climate sovereign risk assessment was
introduced, which included a risk factors matrix
incorporating physical, transition and connected risk
factors. It was designed to support the internal stress
test on Climate Change and is being introduced as part
of our ongoing risk review as part of the CCFOR Policy.

Source: Barclays TCFD Report 2020

Managing risk

On an annual basis, where an overall Credit Climate
Lens rating for a clientis assessed as Medium or High,
the client details are referred to the Environmental Risk
Team (ERT). This dedicated team within the Enterprise
Risk Management (ERM) function,|conducts enhanced
due diligence (EDD). Following thelr analysis, ERT
provides recommendations and guidance on how to
proceed with these clients, addressing any issues
identified during the EDD process.

In addition to EDD, scenario analysis and stress testing
were identified as primary tools to support risk
management efforts in assessing climate change risks
in the portfolio and overall resilience of Barclays’
strategy Please see the Scenario analysis section

for more information on stress testing.
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Recommendation R6:
Process for Integrating (i) Process for Identifying and Assessing Climate-related Risks and (ii) Process for Managing
Climate-related Risks; into Overall Risk Management.

Description Disclose how the financial institution has integrated climate-related risks into existing risk categories
such as credit, market, operational, insurance and liquidity risks.
Disclose how the financial institution has integrated climate-related risks into existing risk
framework(s) and/or directly into credit and investment decision-making (e.g. lending policies,
underwriting standards, risk ratings, pricing models).
Disclose the financial institution’s exposure to physical and transition risks within its operations and
business model, including concentrations of risk at portfolio and transaction levels, and by
geographical footprint.
Disclose the financial institution’s efforts in supporting clients through mitigating climate-related
risks via sustainable finance solutions.
Implement policies that restrict/divest from high-risk exposures and in line with international
commitments/frameworks.
Enhance the financial institution’s climate risk management framework to be more predictive.
Example(s) Example 1

Société Générale disclosed the identification of physical risks on credit risk using scenario analysis.
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4.3.4 Identification of physical risk impact on credit risk using scenario analysis

Our R&D work on physical risk-related impacts on our portfolios started with our French retail mortgage loan
portfolio, for which the exact location of financed assets is known. Conversely it is more complex to locate all
assets, installations, premises of our corporate borrowers as explained in the next section. Our analysis was
conducted as follow:

o Assessement of the amount of residential loans exposed to acute physical events (but not the expected
financial loss) i.e. we mapped the portfolio against the physical risk map of most impacted areas.

¢ Monitoring risks associated with drought, flooding and coastal flooding. Coastal flooding occurs when normally
dry, low-lying land is flooded by seawater. Note that it is a different risk to sea level rise. The former is an acute
risk (increased severity of extreme weather events) while the latter is a chronic risk (changes in extreme
variability in weather patterns). However, sea rising is an aggravating factor of coastal flooding.

¢ Our analysis was based on data provided by the ONRN (Observatoire National des Risques Naturels). It
contained the part of the population of each municipality affected by drought, floods and coastal flooding risk.

It was noted that the consequences of extreme weather events for borrowers would first be covered by the state-
guaranteed natural disaster regime as long as the borrowers have insurance cover. If this cover is no longer
maintained and default arises, the bank would be partially covered by the guarantee from Crédit Logement®. In this
study, no climate physical risk scenario has been used to map the identified vulnerable areas to weather
projections.

A web application has also been internally developed to identify the drought, flooding and coastal flooding risks at
municipality level. The application computes Societe Generale’s exposure in any particular area and enables a
visualisation of the different types of risk at selected levels of granularity. The application also provides aggregated
data at department level. Figure 7 provides an illustration of this interface.

After conducting this first study on home loans, the CORISQ requested to pursue R&D physical risk work on the
Group’s corporate loan portfolio.

The main challenge is to obtain the precise location of clients” assets and value chains, making difficult to
undertake a systemic study on our entire portfolio. To address this issue, we are developing use cases at corporate
or sector levels in order to put in place analyses to be generalised in the future.

73



©C3

on Cimate. thange TCFD Application Guide

4.3.51dentification of transition & physical risks impact on sovereigns using
scenario analysis (loan books)

A proof of concept for a sovereign Climate Vulnerability Indicator has been conducted and is now being built. The
goal is to construct an indicator of the relative vulnerability of countries to climate risks to understand the direct
effect on country risk, i.e. the ahility and willingness of a country to honour their external debt commitments.

The lack of historical data on sovereign default associated with climate change and the only recent integration of
ESG considerations into agency ratings prevent the use of traditional rating modelling techniques or application of
an econometric model |

This index, which is built in-house, evaluates the vulnerability to physical and transition risk and is adaptable to any
scenario. The variables used to calculate the indices are constructed using publicly available data. For each
variable, the countries are ranked from least vulnerable (0) to most vulnerable (1) and the indices are constructed
as an average of the ranks of the relevant variables.

A physical risk score ranks countries according to their vulnerability. It thus considers both extreme weather events
and gradual global warming as these climate-related hazards will likely lead to a deterioration of public and
external finances. This score includes for instance data such as shared water resources or share of population living
below 5 meters of elevation.

A transition risk score ranks the countries according to their vulnerability that can have a negative effect on public
and external solvency via two channels:

e Thecost associated with adaption to a lower-carbon economy

¢ The opportunity cost of stranded assets, which may translate into lower FX revenues for instance, deteriorating
the external metric of a country

This score includes data on energy imports dependency or COz intensity of the economy.

Source: Société Générale Climate Disclosure Report 2020, pg. 33 and 34

Example 2
Société Générale disclosed the identification of physical risks on credit risk using scenario analysis
to determine concentration of risks on geographical footprint.

Figure T: Illustration of coastal flooding mapping in the Societe Generale’s internal web application
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4.3.51dentification of transition & physical risks impact on sovereigns using
scenario analysis (loan books)

A proof of concept for a sovereign Climate Vulnerability Indicator has been conducted and is now being built. The
goal is to construct an indicator of the relative vulnerability of countries to climate risks to understand the direct
effect on country risk, i.e. the ability and willingness of a country to honour their external debt commitments.

The lack of historical data on sovereign default associated with climate change and the only recent integration of
ESG considerations into agency ratings prevent the use of traditional rating modelling techniques or application of
an econometric model

This index, which is built in-house, evaluates the vulnerability to physical and transition risk and is adaptable to any
scenario. The variables used to calculate the indices are constructed using publicly available data. For each
variable, the countries are ranked from least vulnerable (0) to most vulnerable (1) and the indices are constructed
as an average of the ranks of the relevant variables.

A physical risk score ranks countries according to their vulnerability. It thus considers bath extreme weather events
and gradual global warming as these climate-related hazards will likely lead to a deterioration of public and
external finances. This score includes for instance data such as shared water resources or share of population living
below 5 meters of elevation.

A transition risk score ranks the countries according to their vulnerability that can have a negative effect on public
and external solvency via two channels:

® The cost associated with adaption to a lower-carbon economy

*  The opportunity cost of stranded assets, which may translate into lower FX revenues for instance, deteriorating
the external metric of a country

This score includes data on energy imports dependency or COz intensity of the economy.

Source: Société Générale Climate Disclosure Report 2020, pg. 33 and 34

Example 3
Barclays disclosed its efforts in supporting clients through mitigating climate-related risks via its
sustainable finance solutions (integration of climate-related considerations into its financing and
investing).

Supporting clients across the spectrum

N
Consumer Growth stage companies Mid-size corporates Large corporates and

governments

apital Markets
en, Social a

Financing requirements

Green Home Mortgages

Sustainable Impact Sustainable Product Group
Capital Initiative Corporate B, V prod

F5m principal equity investments

Sustainable Investing solutions
tair ts

Company size

Source: Barclays TCFD Report 2020 pg. 11
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Example 4
Société Générale disclosed implementation of policies that restrict/divest from high-risk exposures
and in line with international commitments/frameworks.

At the 2018 COP24 in Katowice, Societe Generale, together with BBVA, BNP Paribas, ING and Standard Chartered
publicly pledged to develop an open source methodology and to align their activities with the goals of the Paris
Agreement, i.e. this became known as the Katowice commitment.** This commitment was echoed by the Collective
Commitment on Climate Action (CCCA) launched on the side of the signing of the United Nations Principles for

2 32

Responsible Banking. The CCCA was signed by 36 international banks including the 5 “Katowice Banks’,

Since 2018, the Katowice Banks have collaborated with think tank 2° Investing Initiative (2DI1) to make the Paris
Agreement Capital Transition Assessment or PACTA methodology applicable to bank lending (initially developed for
equity and bond portfolios). Close to twenty systemically important banks took part in the PACTA pilot, and the
open source tool can be used by any bank that is interested, using a range of input data.®

In September 2020, 2Dl published its PACTA methodology. A couple of days after the Katowice Banks jointly
publish a report on the application of the PACTA methodology on their credit portfolios.®

The publication of this report is a first response to the Katowice commitment of developing an open source
methodology. With this document Katowice Banks aim to demonstrate why PACTA is a roebust approach to steer
banks' portfolios towards financing a lower-carbon society. The report provides an overview of the approach and
specificities identified as most useful for banks. Having a standardised approach will ensure results are comparable
across banks, for the benefit of their stakeholders. By sharing their insights and learnings the banks hope to help
and inspire other banks to use PACTA and contribute further to its development.

Source: Société Générale Climate Disclosure Report 2020, pg. 38

Example 5

Société Générale disclosed its commitment to support clients through mitigating climate-related
risks via its sustainable finance solutions (integration of climate-related considerations into its
financing and investing).

6.2, Sustainable and positive impact financing

We have built our expertise on our deep historical knowledge in environmental & social risk management,
structured finance and capital markets to meet the increasing demand of our clients for financial selutions that
match their sustainability agenda.

6.2.1 Renewable energy project finance

With a global presence and acknowledged energy sector expertise, Societe Generale is a reference bank in
renewable energy (solar, wind and biomass energy, etc.) with a global franchise.

+  Societe Generale ranks #1 on the financing of renewable energies in the EMEA region according to Infranews in
2020.

#  Societe Generale ranks #2 in renewable energy project financing in the 2019 Dealogic rankings for the EMEA
region, having acted as Mandated Lead Arranger (MLA) on 17 transactions representing a total value of
USD 1.1 billion. Dealogic based its rankings on an analysis of 91 international banks.

s Societe Generale ranks #3 in the region Europe, Middle-East and Africa (EMEA) in |J Global's league table of
financial advisers for renewable energy project finance, with a total value equivalent to USD 6,000 billion. About
60 of the banks were studied by |J Global as part of this ranking.

+  Societe Generale is also the sole bank with an offshore wind track record across the Americas, Asia and Europe
and has led a series of first moves for clients across the globe.
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6.3. Sustainable and responsible investing

Societe Generale’s Cross Asset Research department is evolving its offer to systematically integrate an analysis of
Environmental, Social and Governance (ESG) dimensions into its equity publications, in addition to the
fundamental financial analysis. This new offer will ke available from January 2020, making Societe Generale one of
the first players to develop this holistic approach for equity research.

6.3.1 Socially Responsible and Impact investing (SRI) and ESG Research & advisory

With a top-ranked ESG Research team, performing index solutions and a broad socially responsible product offer -
ranging from the most vanilla to the most customized proposal - the aim is to deliver sustainable investment
solutions that fit the diverse ESG & SRl strategies of Societe Generale’s clients. Societe Generale’s equity research
systematically includes an ESG analysis as well as the financial analysis.

Socially Responsible and Impact investing (SRI) issues, as well as Environmental, Social & Governance (ESG) factors,
have become important performance drivers. Sitting alongside financial and macroeconomic considerations, ESG
factors have become easier to quantify and are now considered when assessing any company. Since 20186, Societe
Generale’s dedicated ESG research team has helped investors and asset managers to integrate these criteria into
investment decisions. From 2020 all Societe Generale equity research integrates ESG analysis.

Lyxor also puts SRI at the heart of its investment strategy by creating concrete solutions that take into account
environmental, social and governance factors to meet the challenges of the future, including climate transition and
growing demand for responsible investment. In 2017, LYXOR launched the warld’s first Green Bond ETF (this fund is
representative of the performance of green bonds issued by Investment Grade entities). More recently, LYXOR is the
first provider to launch an ecosystem of ETFs designed to counter climate change. It specifically completed its ETF
offer related to the fight against climate change and reinforced its shareholder engagement policy to push climate-
friendly policies in the companies invested,

Source: Société Générale Climate Disclosure Report 2020, pg. 42 and 44

Example 6
Barclays disclosed pertinent details relating to financing activities for sensitive/high risk sectors.

Specific fossil fuel financing activities
Barclays has historically been a significant
financier of the energy and power industries,
although we are a considerably smaller player
than our American peers in fossil fuel
financing. Monetheless, we are committed to a
material rebalancing of our activities.

We will henceforth undertake no financing

of drilling in the Arctic. We will provide no
financing for fracking in Europe or the UK, and
strengthen our due diligence for US fracking.

We will commit ourselves to the steady
reduction in any thermal coal financing so that
we will only provide finance to entities whose
thermal coal activities represent less than 30%
of revenue by 2025 and less than 10% of
revenue by 2030. A residual revenue of 10%
will enable us to continue supporting clients
who are committed to the Paris Goals through
their transition where a small, legacy element
of their overall portfolio is taking longer to
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phase out. The emphasis on entities is
important as many of our peers set targets at
only the group level of their clients, thereby
providing greater scope for financing; we lock
at the actual entity to which we are providing
the financing, which is a more restrictive
approach. We will not support project finance
transactions for the development of greenfield
thermal coal mines or to enable the
construction or material expansion of
coal-fired power stations, anywhere in the
world. We will also not provide general
corporate financing that is specified as being
for new or expanded coal mining or coal-fired
power plant development.

Source: Barclays TCFD Report 2020 pg. 3

Example 7
Barclays provided description of how climate-related risks have been integrated into credit and
investment decision-making (e.g. lending policies, underwriting standards, risk ratings, pricing

models).

Portfolio and Mandate & Scale

In 2020 we have integrated environmental and climate
change risks into Mandate & Scale annual credit
portfolio reviews for elevated risk sectors.

Mandate & Scale Exposure Controls are a portfolio risk
management tool and form part of the overall Risk
Appetite control framework to review and control
business activities, checking they are within Barclays’
mandate (ie aligned with expectations), and are of an
appropriate scale (relative to the risk and reward of the
underlying activities). Limits and triggers are put in place
to aveoid concentrations that may lead to unaxpected
osses detrimental to the stability of the relevant
business or the Group. They take the broadar
economic outlook, wider Group strategy, and risk/
return considerations into account and are setfor a
number of sectors and products. Physical, transition

Source: Barclays TCFD Report 2020 pg. 18

Example 8
Société Générale disclosed how they embed climate-related risks into existing risk framework which
facilitates credit and investment decision-making.

4,2.2Consideration of climate-related risks in the normative framework (E&S
policies)

As part of its risk management framework, the Group has adopted procedures to implement its E&S commitments
(EES General Guidelines and policies and the Equator Principles). These procedures aim at managing the E&S issues
associated with transactions and clients to which the Bank provides banking and financial services. Initially only
applicable to the activities of Corporate and Investment Banking, they are now being developed and gradually
relled out to cover all of the Group’s financing and investment activities. In addition to facilitating the identification,
assessment and appropriate management of potentially negative ELS impacts, these pfocedures also enable the
identification of transactions and clients having a positive impact in relation to sustainable development.

Developed by cross-business line working groups under the supervision of the Group CSR Department, the E&S
policies are approved by the CORESP. They detail the main E&S challenges and risks of the sectors covered, identify
international standards for such sectors, and propose an analytical framework applied to the evaluations of clients
and dedicated transactions. As part of the Group’s commitment to ongeing improvement, sector watch allows to
assess the need to update existing policies.

Source: Société Générale Climate Disclosure Report 2020, pg. 28
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Example 9

Barclays disclosed on how climate-related risks have been integrated into existing risk categories
such as credit, market, operational, treasury and capital risks.

Climate-related risk Credit risk Market risk Treasury and capital risk Operational risk
management process

Frequency of assessment Annual Quarterly Annual Annual

Time horizons covered S,M,L S,M,L 5,M S,M

Description

The risk of loss to the Group
from the failure of clients,
custormers er counterparties,
including sovereigns. to fully
henour their cbligations to the
Group. including the whole and
timely payment of principal,
interest, collateral and other
receivables.

The risk of loss arising from
potential adverse changes in
the value of the Group's assets
and liabilities from fluctuation
inmarket variables including,

but not limited to, interest rates,

foreign exchange, equity prices,
commodity prices, credit
spreads, implied volatilities

and asset correlations.

Treasury and capital risks are
impacted by climate-related
risks, primarily im a second order
manner, and include liquidity
risk, capital risk and interest rate
risk in the banking book.

The risk of loss to the Group
fram inadequate or failed
processes or systems, human
factors or due to external events
[for example, extreme weather
events) where the root cause is
not due to credit or market risks.

Process

Client-level assessment.

Portfolio-level assessment.

Qualitative assessment of
oversight perifelios and review
of climate stress testing resulis
toinform risk management.

Qualitative assessment—
regular oversight of internal and
external risk events relevant to
climate chamge. Key learnings
to inform assessment of the
bank's resilience capabilities.

Example

Example 10

assets.

A client operating in a carbon-
intensive sector which does

net have an adaptation plan

1o transition to a low-carbon
economy and becomes subject
to high carbon tax payment that
negatively affects its cash flow.

Those risks categories are defined as below® :

Climate change may lead to

market risk through a discrderly

transition to alow-carbon
eccnomy or via physical climate
events and shifts in supply and
demand for financial
instrurments. which may then
impact market prices for
susceptible sectors or
countries.

Source: Barclays TCFD Report 2020 pg. 16

Adverse market movements
resulting from transition risks
such as legislative change,

or from gevernment fiscal
responses to sudden physical
climate change events, may
impact the fair value of the
bark's investments such as
those in the liguid asset
portfolio. Additionally, longer-
term climate change risks may
adversely impact the bank’s
future revenue through
customer behaviour, balance
sheet or strategy changes over
the longer term in response to
climate change risk factors.

o Marketrisk: risk of a loss of value on financial instruments arising from changes in market parameters, the
volatility of these parameters and correlations between them. These parameters include but are not limited to
exchange rates, interest rates, the price of securities (equity, bonds), commodities, derivatives and other

An extreme weather event
occurs which impacts locations
and sites where the Group
operates could also prevent
employees from accessing the
premises, and/or resultsina
data centre failing.

Société Générale disclosed on how climate-related risks have been integrated into existing risk
categories such as credit, market, operational, insurance and liquidity risks. SG has also disclosed
comprehensively for each existing risk categories, what are the physical and transition risks.

For Societe Generale, climate-related risks do not form a new category of risks but constitute an aggravating factor

of existing categories as credit, market, operational, insurance risks and liquidity risks| This is in line with the best

practices published in 2020 by the French banking regulator (Autorité de contréle prudentiel - ACPR)® and the

Eurapean Central Bank Guide on climate-related and environmental risks®.

o Credit and counterparty risk: risk of losses arising from the inability of the Group’s customers, issuers or other
counterparties to meet their financial commitments. Credit risk includes the counterparty credit risk linked to
market transactions and securitisation activities. In addition, credit risk may be further amplified by individual,
country and sector concentration risk.
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Risk

Credit

Physical

Physical risk could increase customer’
probability of default by directly damaging their
assets in affected areas (as physical events could
hit production facilities, warehouses, services
and decisions centres) and indirectly impacting
their business model by disturbing their supply
chain, commercial routes or markets.

In case of the customer default, physical risks
could also make the Group ability to recover part
of their commitment mere difficult, for example
through lower collateral valuations in real estate
portfolios as a result of increased flood risk.

s Operational risk: risk of losses resulting from operational failures, inadequacies or failures in processes,
personnel or information systems, or from external events. It includes:

-non-compliance risk (including legal and tax risks): risk of court-ordered, administrative or disciplinary
sanctions, or of material financial loss, due to failure to comply with the provisions governing the Group’s
activities,
- reputational risk: risk arising from a negative perception on the part of customers, counterparties,
shareholders, investors or regulators that could negatively impact the Group’s ability to maintain or engage
in business relationships and to sustain access to sources of financing,

-misconduct risk: risk resulting from actions (or inactions) or behaviour of the Bank or its employees
inconsistent with the Group’s Code of Conduct, which may lead to adverse consequences for our
stakeholders, or place the Bank’s sustainability or reputation at risk,

-IT and Information Systems Security risk (cybercrime, IT systems failures, etc.);

¢ Risk related to insurance activities: through its insurance subsidiaries, the Group is also exposed to a variety
of risks linked to this business. In addition to balance sheet management risks (interest rate, valuation,
counterparty and exchange rate risk), these risks include premium pricing risk, mortality risk and the risk of an
increase in claims.

¢ Liquidity and funding risks: liquidity risk is defined as the inability of the Group to meet its financial
obligations: debt repayments, collateral supply, etc. Funding risk is defined as the risk that the Group will not
be able to finance its business growth on a scale consistent with its commercial objectives and at a cost that is
competitive compared to its competitors;

Table 5: ldentified climate-related risks impact on existing categories of risk

Transition

Transition risks, for sectors affected by low-
carbon transition policies (higher price of
carbon for example), could also impact
customers’ ability to generate revenues and
meet their financial commitments if they do not
take measure to adapt their business models or
if they cannot finance the needed adaptations
measures (as research and developments to
develop low-carbon alternatives to products
and services).

Transition risks could also indirectly impact
customers’ assets valuation, for example by
impacting the valuation of fossil fuels reserves
such as coal or oil, whose value is expected to
fallin a low-carbon economy perspective
(stranded assets phenoemencn). This could
particularly impact collateral valuation.
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Market

Qperational

Insurance

Severe physical events may lead to shifts in
market expectations and could resultin sudden
repricing. For example, hurricanes impacting

companies’ premises in certain areas may impact

market expectations on their ability to generate
revenues, and so their share value,

Physical events could impact Societe Generale's

own sites and the Group ability to keep on
providing services to its customers.

Multiplication of physical events and of higher
severity could impact IARD activity (Incendies,
Accidents et Risques Divers) of which it is the
object.

Transition risks may generate an abrupt
repricing of securities and derivatives, for
example for products associated with industries
affected by asset stranding.

Non-compliance with transition-related
disclosure obligations could lead to legal
praceedings and fines.

Non-compliance with public commitments
towards low-carbon economy transition could
also generate a reputational risk who might
stigmatize banks and generate a loss of
revenues caused by customer shift. An
additional reputational risk could also exist if a
commitment would be perceived by external
stakeholders as inappropriate or insufficient.

Physical and transition risks could impact the value of the assets in which insurance activities
invest the money collected., As a result, a drop of those assets values because of transition risks
could impact the ability of insurance activities to deal with its financial commitments.

Source: Société Générale Climate Disclosure Report 2020, pg. 26-27
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