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Survey Goals and Demographics

In December 2022, the IACPM conducted a survey on
Linking Climate & ESG to Decision-Making and Credit
Portfolio Management (CPM) - today and looking forward.

The survey explores the usage of climate & ESG risk
criteria, policies and frameworks, as well as risk appetite
and limit setting approaches.

Results provide insights into the current state of ESG &
Climate Risk Management across an array of firms and
offer an opportunity for ACPM members to confidentially
benchmark their practices with those of other leading
financial firms.

Globally, 48 IACPM member firms participated, including
36 banks, six development banks, five funds/asset
managers, one insurance company.
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Key Findings (1)

Climate & ESG risk policies have been established at most
large banks at an enterprise level and often also specific
to different lines of business and geographies.

Smaller banks (<US$ 500bn assets) are almost evenly split
between those that have established climate & ESG risk
policies at an enterprise level and those that have not yet
established these policies.

More than half of participating banks domiciled in the Americas
have not yet established climate transition and physical risk
policies, while banks in all other regions have established at
least enterprise level policies as a minimum for climate
transition risk.

Respondents without existing climate & ESG risk policies
expect an introduction within the next three years.

Credit risk management systems at some 40% of
respondents globally capture at least some information
necessary to manage climate & ESG risks in their credit
portfolios, with plans in place for further expansion. About half
of respondents have identified, or are in the process of
identifying, new data elements and will update systems
accordingly.

Climate & ESG risks are captured in client risk rating
criteria, either implicitly or explicitly, at three-quarters
of survey respondents globally. Around one quarter of
survey respondents, regardless of region and size, do not
yet capture these risks.

The integration of physical risk seems to be more
advanced, with 17% of participants conducting explicit
sensitivity analyses.

Of the roughly 85% of larger bank respondents in the
Americas that do not, or only implicitly, capture climate &
ESG risks in their client risk rating criteria, more than half
have no plans yet to explicitly capture these criteria.

Transaction level decision-making applies climate
transition risk criteria often explicitly, by either
estimating how a transaction will facilitate a client’s
transition plan or by assessing the underlying facilitated
emissions. Climate physical risk criteria as well as other
ESG risks are utilized more often implicitly.

(1) The Glasgow Financial Alliance is a global coalition of leading financial institutions in the UN’s Race to Zero that is committed to accelerate the decarbonization of the world

economy and to reach net-zero emissions by 2050.
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Key Findings (2)

Clients’ external disclosures are the preferred source
for climate & ESG related client data across all ESG risk
types. For climate transition and climate physical risks,
firms purchase relevant data and utilize proxies when data
is not available. Only a very small number of participating
banks are not yet collecting climate & ESG related client
data.

A potential ESG industry data utility is of high interest for
smaller bank respondents (79%), while larger banks,
especially in EMEA, expressed lower expectation to utilize
such a utility (64%).

Standalone climate and/or ESG credit risk frameworks
have been established by more than half of
participating large banks, while some two-thirds of smaller
and non-bank participants are incorporating or are planning
to incorporate these risks into existing credit risk
frameworks.

Supporting existing clients in the transition to a less
carbon intense business model is the focus of all
respondents globally. At large banks, DFIs and
funds/asset managers around half of respondents decided
to exit select carbon-intensive industries. This ratio is much
lower for smaller banks (14%).

(1) The Glasgow Financial Alliance is a global coalition of leading financial institutions in the UN’s Race to Zero that is committed to accelerate the decarbonization of the world

economy and to reach net-zero emissions by 2050.

Banks’ existing enterprise-wide Risk Appetite Statements (RAS)
capture qualitative or quantitative climate transition risk metrics,
while standalone climate & ESG RAS remain the exception.
One-third of banks - mostly larger institutions — capture qualitative and
guantitative climate transition risk metrics. For other ESG risks banks rely
more heavily on qualitative metrics only.

The coverage of portfolio alignment to the Paris Agreement (published
interim or Net Zero targets etc.) by firms’ RAS varies by region, with EMEA
leading by a significant margin.

Banks domiciled in EMEA are ahead of their peers globally in
establishing Carbon/emission targets. Three-quarters have either
already established or will be establishing targets within the next twelve
months. This is almost double compared to banks domiciled in APAC and
five times more than for banks domiciled in the Americas. Targets are at
least partly driven by firms’ sustainability commitments, including the Net-
Zero Banking Alliance (NZBA) commitment.

Banks are planning to mitigate emissions at the portfolio level by
developing programs of sustainability-linked loans, reducing
exposure to carbon-intensive activities and increasing exposure to
carbon-removal activities.

Purchasing carbon credits is considered in 33% of American banks, but
only 6% of banks in EMEA.
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Key Findings (3)

Climate transition risk limits have been established by
half of the responding banks domiciled in EMEA and to a
lesser extent in other regions. For climate physical risk and
other ESG risks, limits have been established to a much lower
extent.

To monitor climate risk limits (transition and physical risks),
respondents in the Americas put almost equal emphasis on
exposure to carbon-intensive industries and climate stress
scenario losses, while firms in other regions rely more heavily
on exposure to carbon-intensive industries alone.

To mitigate limit breaches, a majority of respondents with
established limits will use origination screening and strategy
review at least for the next 1-2 years.

The use of syndication/loans sales is expected to increase,
especially for banks located in EMEA where two-thirds of
respondents are planning to utilize this tool.

(1) The Glasgow Financial Alliance is a global coalition of leading financial institutions in the UN’s Race to Zero that is committed to accelerate the decarbonization of the world

economy and to reach net-zero emissions by 2050.

Financial Planning at three-quarters of responding firms
domiciled in EMEA is expected to incorporate climate risk
considerations within the next 1-2 years, while for firms
domiciled in APAC and the Americas this number is less than
half. Interestingly not much variation can be detected across
type and size of the participating institutions.

A correlation can be observed for respondents with climate
transition risk policies in place to support credit risk
adjudication, at an enterprise level and specific to different
lines of business/geographies, and respondents that are
targeting to incorporate climate risk considerations into
financial planning (revenues, reserves and/or capital
projections) within the next 1-2 years.
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Climate & ESG Risk Policies to Support Credit Risk Adjudication

To support credit risk adjudication of climate and other ESG risks, many larger bank respondents have established climate & ESG risk policies
at least at an enterprise level and often also specific to different lines of business and geographies.

Banks with > US$ 500 billion in Asset Size

Climate Transition Risk 68% 23% 9%
Other Environmental Risks 45% 32% 18%
Social Risk 45% 36% 14%
Governance Risk 36% 27% 27%
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

% of Banks/Investment Banks > US$ 500 billion (N = 22)

m Risk policies at an Enterprise level and specific to different lines of business / geographies
m Risk policies only at an Enterprise level
No Risk policies

Source: IACPM Research ESG Survey Series 2022/2023: Linking Climate & ESG to Decision-Making and CPM I/KéPM
Question: Does your firm have Climate & ESG Risk policies that support credit risk adjudication of these risks? (Q11)
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Climate & ESG Risk Policies that Support Credit Risk Adjudication

Smaller banks are almost evenly split between those that have established climate & ESG risk policies at an enterprise level and those that
have not yet established these policies.

Banks with < US$ 500 billion in Asset Size

Climate Transition Risk 14% 50%
Climate Physical Risk 14% 36%
Other Environmental Risks A4 50%
Social Risk 14% 50%

Governance Risk 7% 43%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
% of Banks/Investment Banks < US$ 500 billion (N = 14)

m Risk policies at an Enterprise level and specific to different lines of business / geographies
m Risk policies only at an Enterprise level
= No Risk policies

Source: IACPM Research ESG Survey Series 2022/2023: Linking Climate & ESG to Decision-Making and CPM I/Ké)M
Question: Does your firm have Climate & ESG Risk policies that support credit risk adjudication of these risks? (Q11)




Credit Risk Management Systems’ Ability to Capture Sufficient Information
for Effective Climate & ESG Risks Management in Credit Portfolios

Some 40% of respondents’ credit risk management systems across regions and industries capture at least some information necessary to
manage climate & ESG risks in their credit portfolios, with plans in place for further expansion. About half of respondents have identified, or are
in the process of identifying, new data elements and will update systems accordingly.

. . . m Yes, sufficient information is
Climate Transition Risk %) 40% 23% 25% captured.

Climate Physical Risk ¥4 35% 17% 33% 13% B Yes, but to a limited extent. Further
updates are planned.

Other Environmental Risks MK 29% 13% 29% 21%

No, but we have identified new
data elements and are updating
Social Risk 17% 31% 8% 21% 21% systems accordingly.

No. We are in the process of
Governance Risk 17% 17% 10% 27% 23% identifying new data elements and
will update systems accordingly.

0% 20% 40% 60% 80% 100% m No. We are still investigating next
% of All Respondents (N = 48) steps.
Source: IACPM Research ESG Survey Series 2022/2023: Linking Climate & ESG to Decision-Making and CPM I/KéPM
Question: Do your credit risk management systems currently capture sufficient information to effectively manage Climate & ESG risks in your portfolio? (Q8)
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Climate & ESG Risks Captured by Client Risk Ratings Criteria

Some three-quarters of survey respondents globally capture climate & ESG risks, either implicitly or explicitly, in their client risk rating criteria.
Around one quarter of survey respondents, regardless of region and size, do not yet capture these risks. The integration of physical risk seems
to be more advanced, with 17% of participants conducting explicit sensitivity analyses.

40% Implicitly through criteria such as
Climate Transition Risk | 1% Governance, Access to Funds,
B Financial Performance, etc.
40%
Climate Physical Risk [ NN 1% m Explicitly, through direct
I appropriateness assessment of
22% clcl)rlri1€ai1t6estreatr(123|tlon plans, social
Other Environmental Risks | IR 2o P o
|0 m Explicitly, through sensitivity
44% analysis to physical climate risk
Social Risk | N 2%
0%
48%
Governance Risk [N 20%
0%
0% 10% 20% 30% 40% 50%
% of All Respondents (N = 48)
Source: IACPM Research ESG Survey Series 2022/2023: Linking Climate & ESG to Decision-Making and CPM I/KéPM
Question: To what extent do your firm’s client risk rating criteria capture Climate & ESG risks? Check all that apply. (Q2)
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Utilization of Climate & ESG Risk Criteria in Transaction Level
Decision-Making
In transaction level decision-making, climate transition risk criteria are often utilized explicitly, by either estimating how a transaction will

facilitate a client’s transition plan or by assessing the underlying facilitated emissions. Climate physical risk criteria as well as other ESG risks
are utilized more often implicitly.

m Explicitly, by estimating how the transaction

li T ition Risk : ™ : .
Climate Transition Ris will facilitate the client’s transition plan *

m Explicitly, by assessing the underlying

Climate Physical Risk facilitated emissions

m Explicitly, by adjusting collateral values for
the impact of climate & ESG risks

Other Environmental Risk Implicitly
= Not at all
Social Risk
Governance Risk
0% 10% 20% 30% 40% 50% * e.g., via sustainability-linked loans
% of All Respondents (N = 48) 7
Source: IACPM Research ESG Survey Series 2022/2023: Linking Climate & ESG to Decision-Making and CPM I/KéPM
Question: To what extent does your firm utilize Climate & ESG risk criteria in transaction level decision-making? Check all that apply. (Q4)
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Approaches for Collecting Climate & ESG Related Client Data
By ESG Risk Type

Across all ESG risk types, clients’ own external disclosures are the preferred source for climate & ESG related client data. For climate transition
and climate physical risks, firms purchase relevant data and utilize proxies when data is not available. Only a very small number of participating
banks are not yet collecting climate & ESG related client data.

m Clients’ external disclosures
Climate Transition Risk

m Use of proxies when client data is
not available

Climate Physical Risk )
Purchase of relevant client data

Other Environmental Risk Client questionnaire

m Collecting of client data is planned

Social Risk over the next 1-3 years.
No established plan for collecting
client data.
Governance Risk
0% 10% 20% 30% 40% 50% 60% 70% 80%
% of All Respondents (N = 48)
Source: IACPM Research ESG Survey Series 2022/2023: Linking Climate & ESG to Decision-Making and CPM I/KéPM
Question: What is your firm’s current approach to collecting Climate & ESG related client data? Select all that apply. (Q9)
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Climate and/or ESG Credit Risk Frameworks

More than half of participating larger banks have established a standalone climate and/or ESG credit risk framework, while some two-thirds of
smaller and non-bank participants are incorporating or are planning to incorporate these risks into existing credit risk frameworks.

I S
4
Banks/Investment Banks > US$ 500 billion [ NNENENENEGEE 3

(N =22) — 8
2
0

N

0
Banks/Investment Banks < US$ 500 billion | NNENENENENGEN 3
(N = 14) I -
4
1

. £

0
Non-Bank Participants [N 1
(N=12) I -
2
0

0 2 4 6 8 10
# of Respondents (N = 48)

Source: IACPM Research ESG Survey Series 2022/2023: Linking Climate & ESG to Decision-Making and CPM
Question: Does your firm have a standalone Climate and/or ESG Credit Risk Framework? (Q14)

m We have both, a Standalone Climate and
Standalone ESG Credit Risk Framework.

Standalone Climate Risk Framework

m Standalone ESG Risk Framework

m \We incorporate Climate & ESG in existing Credit Risk
Frameworks.

m We are planning to incorporate Climate & ESG into
our Credit Risk Frameworks within the next 1-3 years.

= We do not incorporate Climate & ESG in our Credit
Risk Frameworks and have no plans to do so.




Climate & ESG Integration in Risk Appetite Statements

While standalone climate & ESG RAS are the exception, existing enterprise-wide Risk Appetite Statements capture qualitative or quantitative
climate transition risk metrics at two-thirds of responding banks globally. One-third of banks - mostly larger institutions — capture qualitative and
quantitative climate transition risk metrics. For other ESG risks banks rely more heavily on qualitative metrics only.

Banks & Investment Banks Globally

Climate Transition Risk 33% 31% Ol s 11% l m Qualitative and quantitative statements have
been included in the enterprise-wide RAS.

m Qualitative statements have been included in
Climate Physical Risk 22% 33% 7 8% 11% . the enterprise-wide RAS.

m Standalone climate/ESG RAS, using qualitative
and quantitative statements.

Other Environmental Risks 14% 42% 8% 6%- Standalone climate/ESG RAS, using 0n|y
qualitative statements.

Targeted release within the next 12 months.

m Targeted release in 1-2 years.

Governance Risk 44% 3% 8%

Social Risk 4 47% 6%‘3-

m Targeted release in 3-5 years.

0% 20% 40% 60% 80% 100%
% of All Respondents (N = 36)

Source: IACPM Research ESG Survey Series 2022/2023: Linking Climate & ESG to Decision-Making and CPM | Question: Does your firm have a standalone I/KéPM
enterprise-wide Climate & ESG Risk Appetite Statement (RAS) or has your firm included Climate & ESG metrics in existing Risk Appetite Statements? (Q16)
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Carbon/Emission Targets

Carbon/emission targets have been established, or will be established within the next twelve months, at three-quarters of responding banks
domiciled in EMEA and are at least partly driven by firms’ sustainability commitments, including the Net-Zero Banking Alliance (NZBA)
commitment. This is almost double compared to banks domiciled in APAC and five times more than for banks domiciled in the Americas.

DFls, ECAs, Funds/ m Limits have been set.

Asset Managers (N = 12) 0% 8% 17% 25%

m Firm is expected to set limits
within the next 12 months.

% EMEA (N = 14) 57% 219 7% 7% 1% Fl_rm_ is planning to set limits

S within 1-2 years.

m N . -

= Fl_rm_ is planning to set limits

“EJ within 3-5 years.

g Americas (N = 12) 42% 8% 33% Firm has no plans to set

Z limits.

o3

0

<

0% 20% 40% 60% 80% 100%
% of All Respondents (N = 47)

Source: IACPM Research ESG Survey Series 2022/2023: Linking Climate & ESG to Decision-Making and CPM | Question: Has your firm established Carbon, ol
Climate & ESG risk Limits? Please indicate if limits have been set for carbon/emissions, climate transition, climate physical, other environmental, social, and/or I/XC PM
governance risks. (Q18)
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Limits/Targets for Carbon/Emission, Climate & ESG Risk

While carbon/emissions targets have been established at 42% of the responding firms, climate transition risk limits have been set at 27% of
firms. For the remaining four ESG risks, limits have been established by only a small group of firms and some 30% of respondents cite no plans
to do so any time soon.

Respondents Globally

Carbon/Emissions 42% 8% 8% - m Limits have been set.

. . ) mFirm is expected to set limits
Climate Transition Risk 27% 8% 6% _ within the next 12 months.

= Firm is planning to set limits

oo [ e Fmre o
0
Firm is planning to set limits
within 3-5 years.

Other Environmental Risks 13% 2% 6% _ = Firm has no plans to set limits.
socaivis [N o I

0% 20% 40% 60% 80% 100%
% of All Respondents (N = 48)

Climate Physical Risk 15% 8%

Climate & ESG risk Limits? Please indicate if limits have been set for carbon/emissions, climate transition, climate physical, other environmental, social, and/or
governance risks. (Q18)
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Incorporating Climate Risk Considerations into Financial Planning

Three-quarters of responding firms domiciled in EMEA are planning to incorporate climate risk considerations into financial planning within the
next 1-2 years, while for their peers in APAC and the Americas this number is less than half. Interestingly not much variation can be observed
across type and size of the participating institutions.

I (oo o henexti-2years
_ 18% m Within the next 2-3 years
0

EMEA (N = 17) mIn 3+ years
0%
6% No plans (yet)
I -
KX
I

Americas (N = 18)

APAC (N = 13)

38%

0% 10% 20% 30% 40% 50% 60% 70% 80%
% of Respondents

Source: IACPM Research ESG Survey Series 2022/2023: Linking Climate & ESG to Decision-Making and CPM I/KéPM
Question: Does your firm have any plans to incorporate climate risk considerations into financial planning (revenues, reserves and/or capital projections)? (Q24)
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This paper and the associated questionnaire were prepared by the International Association of Credit Portfolio Managers (IACPM) and are the
sole and exclusive property of the IACPM. The information contained in the paper is based solely on responses to the questionnaire and
interviews with the surveyed institutions. While the IACPM exercised reasonable care in collecting, processing, analyzing and reporting the
information furnished by surveyed institutions, their responses were not independently verified, validated, or audited to further establish the
accuracy and completeness of the information provided. IACPM makes no warranty as to the accuracy and completeness of any of the
information set out in the paper and shall not be liable for any reliance on its contents.

Persons who obtain a copy of the paper shall not circulate, reproduce, modify or distribute any information contained in it, without the express
written consent of IACPM. If IACPM provides written consent to a party to use any of the content, full attribution to IACPM must be given.
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