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Background and Causal Factors behind Sustainability Regulation

Key Global Types of Regulation Influencing APAC Regulators
> Taxonomies

>  Disclosures

>  Capital Markets Guidance

> Labelling and ESG Rating related regulation

Local “Landscape building” initiatives
Evolution of Financial Services Regulatory Enforcement Actions

What the Future may hold within the ESG Enforcement Space



How Did we Get Here?

GLOBAL WARMING o




Global Temperature (°F)

Global Temperature Rise

* The planet’s temperature has risen by an average of

Global Temperature and Carbon Dioxide 0.08° Celsius per decade since 1880.
400 o The rate of warming since 1981 is more than
twice as fast: 0.18° C per decade.
58.0 380
* 2022 was the sixth-warmest year on record.
360 o The 2022 surface temperature was
57 5 S 0.86° warmer than the 20th-century average of
i = 13.9 °C and 1.06 °C warmer than the pre-
ke industrial period (1880-1900).
@
o 2l § * The 10 warmest years in the historical record have all
& occurred since 2010.
\ 300
=2t CO, Concentration o * The 7 hottest days in the last 100,000 years all
280 © happened in the last 14 days:
o Death Valley —53.9
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Source: Climate.gov



Pollution
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Pollution Pollution Data fine particle matter 2 5lug/m] and Sweden had the lowest levels at 7.2. Most of the data was collected in 2013 and 2014
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The Impact

Global warming and climate change

Causes and effects

v

Agriculture Fossil fuels Deforestation
T I T
Causes Y
Greenhouse gases Ocean
"""" W a-te.!:/;p.o:.. Carbon dioxide, methane c_oz—. acidification
e nitrous oxide, water vapor

> Global warming, climate change

Feedback

Effects on the environment

Snow cover
- - reduction: less
sunlight reflection

9 Habitat destruction

" '

v

Ecosystem collapse

Water vapor
increase

Arctic, Barrier Reef

Biodiversity loss
species extinction

Permafrost melt;
methane release

Intensified weather events
< Heat, storms, floods, droughts, wildfires

L > Glacial retreat

ice sheet melt

Freshwater loss
desertification

Disease carrier
pest propagation

Coral bleaching
fish stock decline

Sea level rise

coastal submersion

v

Direct impact on
human health

Human migration
and conflict

Flooded cities
farmland

Effects
on humans
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Crop failure
farmland loss

Direct physical

%
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Global Response - Conferences of the Parties

THE MAIN CLIMATE SUMMITS
(AND THEIR ACHIEVEMENTS)

< " w a5
2021 2019 2018 2017
COP26 - GLASGOW COP25 - CHILE COP24 - KATOWICE COP23 - FIYI
Glasgow Climate Held in Madrid Katowice Rulebook Held in Bonn
Pact adopted Rules of the Paris Agreement
v © () &
2013 2014 2015 2016
COP19 - VARSOVIA COP20 - LIMA COP21 - PARIS COP22 - MARRAKECH
International Contributions for a Paris Marrakech Partnership
Warsaw global agreement Agreement The Paris Agreement
Mechanism comes into effect
3 L 4
2012 2011 2010
COP18 - DOHA COP17 - DURBAN COP16 - CANCUN
Doha Amendment: Durban Cancdn
21st Stage of the Platform agreements
@ Kyoto Protocol ~ - ==
1992 1997 2007 2009
UNFCCC COP3 - KIOTO COP13 - BALI COP15 - COPENHAGUE
The United Nations Framework Kyoto Protocol: Bali Road Copenhagen Agreement:
Convention on Climate Change Emissions reduction Map Long-term financing, 2° C challenge

Source: Iberdrola, S.A



Sustainability and ESG-Related Regulations
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Source: BDO USA LLP - February 23, 2023
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Cumulative Number of ESG Policy Interventions

1960 1970 1980 1990 2000 2010 2020

Source: UN PRI Regulation Database
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ESG Policy Issuance Variation Between Regions
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Source: UN PRI Regulation Database
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Enforceability of ESG Regulation
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Source: UN PRI Regulation Database



What Types of ESG Policies are we Seeing?

1000 =

8oo -

700 -

500 o
400

200 -

Cumulative number of of different
types of policy intervention

100 -

o
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L
. Corporate ESG Disclosure B Investor ESG Disclosure B Investor ESG Integration
B Stewardship Code l Taxonomy I Sector Specific
B Financial Products [l National Sustainable Finance Strategy Other

! Corporate ESG Disclosure B Investor ESG Disclosure B Investor ESG Integration
B Stewardship Code B Taxonomy W Sector Specific
W Financial Products B National Sustainable Finance Strategy Other

Source: UN PRI Regulation Database
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The EU Framework

EU TAXONOMY

A common classification of
economic activities substiantially

contributing to environmental
o objectives, using science-based
criteria.

* Taxonomy Regulation in force since
July 2020

DISCLOSURE TOOLS
é N\

Comprehensive disclosure regime .
. : . ! Broad toolbox for companies,
for both non-financial and financial h. - . .
e L g S market participants and financial
institutions to provide investors v ’ . o
. . : intermediaries to develop
with the information necessary to v & . . .
. . - sustainable investment solutions,
make sustainable investment : : .
. while preventing greenwashing.
choices.
\. J \. J
* Sustainable Finance Disclsoure * EU Climate Benchmark Regulation
Regulation (SFDR) applies since applies since April 2020
March 2021 * Standard for European green
* Corporate Sustainability Reporting bonds proposed by the EU
Directive (CSRD) in force since Commission
January 2023
» Sustainability preferences adopted
in April 2021

Source: Envoria



Taxonomies
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Source: ECOFACT AG 2023
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Reporting & Disclosures

have to
publicly
report

LARGE AND
LISTED
COMPANIES

Source: Envoria

CSRD

(" )

Other CSRD
information on
environmental,

social, and

governance issues

\. J
é )

% of revenue,
CapEx, and OpEx
coming from
activities aligned
with the EU

reporting
information
goes to

—

Taxonomy

824

OTHER END
USERS

civil society,
customers...

FINANCIAL
MARKET
PARTICIPANTS
AND FINANCIAL
ADVISERS

o
EU Taxonomy
&

( A

Products with ESG
characteristics
partially pursuing
"sustainable
investment"

J

\_
/,-
Products with
"sustainable
investment"
objective pursuing
EU Taxonomy

aligned activity

g
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onsolidation of Corporate Disclosure Reporting

TCFD s m  Emmm

TASK FORCE OM CLIMATE- RELATED
FINANCIAL DISCLOSURES
Est. 2015 by the Financial Stability Board
at request of G20 Finance Ministers and
Central Bank Governors.

INTERMATIOMAL SUSTAIMABILITY GLOBAL REPORTIMG IMITIATIVE
STANDARDS BOARD Est. 1997 in Boston, MA, with roots in
Est. 2021 by IFRS Foundation, formally the non-profit organizations CERES
consolidating CDVSE and VREF. and the Tellus Institute.

1
BESIFRS

CLIMATE DISCLOSURE
STANDARDS BOARD
Est. 2007 at World
Economic Forum.

]

ESTABLISHES

|

wWCDP
CARBON DISCLOSURE PROJECT
Est. 2000 at 10 Downing Street as
“first platform to leverage investor

pressure to influence corporate
disclosure on environmental impact.”

Reproduced with the permission of AwditBoard, Inc

COMNSOLIDATES —‘

VALLUE REPORTIMNG
FOUMNDATION ‘ VALUE
Est. 2021 by SASE and IRC to REPORTING
FOUNDA

merge efforts internationally.

——— COMSOLIDATES —|

INTEGRATED IR

REPORTING
SUSTAIMABILITY ACCOUNTING INTERMATIOMAL INTEGRATED
STAMDARDS BOARD REPORTIMG COUMCIL
Est. 2011 by Jean Rogers "to help businesses Est. 2010 in response to the global financial crisis by GRI,
and investors develop a common language the International Federation of Accountants, and The
about the Anancial impacts of sustainability.” Prince of Wales' Accounting for Sustainability Project.
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Summary of GHG Scope Emissions

Purchased

goods and services =
Capital goods &
Fuel- and energy- Purchased
related activities = [l heating, steam and
Upstream transpor- . cooling for own use
tation and distribution | & Purchased
Waste generated f electricity
in operations 2] Orown tse
Business travel = 9§
Employee (3]
commuting & E
Upstream 8
leased assets [l n

SCOPE 3

indirect

Upstream activities

Scope 1, 2 and 3 emissions according to the GHG protocol

Source: ClimatePartner
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and other greenhouse gases

Direct emissions
from company facilities

Downstream trans-
portation and distribution

oo

Processing
of sold products

Direct emissions
from company vehicles

Use of
sold products

Reporting company

SCOPE 1
direct

End of life treatment
of sold products

Downstream
leased assets

Franchises

Investments

Nt Im @ I |G°

SCOPE 3

indirect

Downstream activities



International Sustainability Standards Board (/SSB)
- [FRS S1*

* |FRS* S1 prescribes how an entity prepares and reports its sustainability-related financial disclosures. It sets out general
requirements for the content and presentation of those disclosures so that the information disclosed is useful to users in making
decisions relating to providing resources to the entity.

* |FRS S1 sets out the requirements for disclosing information about an entity’s sustainability-related risks and opportunities. An
entity is required to provide disclosures about:

* Governance processes, controls and procedures used to monitor, manage and oversee sustainability-related risks and
opportunities.

* Entity strategy for managing sustainability-related risks and opportunities.
* Processes used to identify, assess, prioritise and monitor sustainability-related risks and opportunities; and

* Entity performance in relation to sustainability-related risks and opportunities, including progress towards any targets the
entity has set or is required to meet by law or regulation.

* |FRS S1 is effective for annual reporting periods beginning on or after 1 January 2024 with earlier application permitted if IFRS S2
Climate-related Disclosures are also applied.

International Financial Reporting Standards



International Sustainability Standards Board - IFRS S2

IFRS S2 prescribes how an entity prepares and reports its:
a. climate-related risks to which the entity is exposed, which are:
a. climate-related physical risks; and
b. climate-related transition risks; and
b. climate-related opportunities available to the entity.

* |FRS S2 requires an entity to disclose information that enables users of general-purpose financial reports to understand:
a. Governance processes, controls and procedures used to monitor, manage and oversee climate-related risks and opportunities.
b. Entity strategy for managing climate-related risks and opportunities.

c. Processes used to identify, assess, prioritise and monitor climate-related risks and opportunities, including whether and how those
processes are integrated into and inform the entity’s overall risk management process; and

d. Entity performance in relation to its climate-related risks and opportunities, including progress towards any climate-related targets it
has set, and any targets it is required to meet by law or regulation.

* |FRS S2 is effective for annual reporting periods beginning on or after 1 January 2024.



Voluntary Capital Markets Guidance

The LMA Green Loan Principles:

° These aim to facilitate and support environmentally sustainable economic activity. The Green Loan Principles (GLP) have been developed with a view to promoting the
development and integrity of the green loan product.

ICMA Green Bond Principles:

° The Green Bond Principles (GBP), together with the Social Bond Principles (SBP), the Sustainability Bond Guidelines (SBG) and the Sustainability-Linked Bond Principles (SLBP)
are published under the governance of the Principles.

° The Green Bond Principles (GBP) seek to support issuers in financing environmentally sound and sustainable projects that foster a net-zero emissions economy and protect the
environment.

The four core components for alignment with the LMA GLP and ICMA’s GBP are:

Use of Proceeds

Process for Project Evaluation and Selection
Management of Proceeds

Reporting

PwnN e

Sustainability-Linked Bonds and Loan Principles:

° The proceeds of SLBs are intended to be used for general purposes, hence the use of proceeds is not a determinant in its categorisation. Regardless, in select cases, issuers may
choose to combine the GBP/SBP approach with the SLBP.

° The SLBP have five core components:

Selection of Key Performance Indicators (KPIs)

Calibration of Sustainability Performance Targets (SPTs)

Bond characteristics

Reporting

Verification

ik wn e



ESG Ratings Regulation

* Approximately 150 different ESG data providers in the market.

* Estimated ESG-related assets under management (AUM) predicted to reach USS53 trillion by 2025, a third of all global investments.

* Currently, ESG ratings providers use different methodologies and very different data sources, leading to divergent rankings for the
same company. Additionally, they also use different scales, some numerical, some letters.

* These issues have led many to question the value of ESG ratings as they currently stand.

* ESG raters often find varying conclusions, despite access to the same information, and on average, the correlation between the
leading providers’ scoring of the same company can be as low as 0.54. By comparison, in the regulated field of credit ratings this
correlation is close to 0.99.

* In 2022, Japan’s Financial Services Agency released a Code of Conduct for ESG rating and data providers.

* The UK has established a working group for a voluntary best practice code for ESG raters, looking to bring them within the scope of the
Financial Conduct Authority.

* Recently, the EU proposal will see ESG ratings providers supervised by ESMA to ensure the quality and reliability of their services, and the
providers will be required to use methodologies that are “rigorous, systematic, objective and subject to validation.” The proposals also
include organizational requirements to prevent potential conflicts of interest, and transparency rules regarding the methodologies, models
and key rating assumptions underlying the provider’s ratings activities.

* Implications:

* Common language.
* Increased transparency.

* Less greenwashing.



ESG Labelling Regulation

e US Securities and Exchange Commission (SEC) issued draft rules in May 2022 on sustainable investment labels.
* UK completed consultation on proposed rules for sustainability labelling in January 2023.

* EU’s consultation paper from ESMA which proposes stricter guidelines completed February 2023.

The % of assets required to be aligned to the strategy the fund name suggests.

Sustainability ESG Related
Related Name Label Name Label

EU 50% 80%
UK 70% 70%
ON) 80% 80%

* Few funds currently with sustainability related language in their names comply with EU, UK or US proposed regulations.

25



Local Initiatives: MAS” Green Finance Action Plan

SINGAPORE'S GREEN
FINANCE ACTION PLAN

s.' E

Strengthen financial
sector resilience to
environmental risks

Harness technology to enable
trusted and efficient
sustainable finance flows

MAS

Monetary Authority
of Singapore

Develop markets & solutions Build knowledge & capabilities
for a sustainable economy in sustainable finance

Source: MAS
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Singapore Sustainable Finance P

Source: MAS

an Components

Taxonomy

Taxonomy seeks to provide financial
institutions with guidance on how to
identify and classify activities that can be
considered green or transitioning towards
green.

Regulatory and
Supervisory Approach

The financial sector is exposed to
environmental and climate-related risks
through its financing, insurance and
investment activities. MAS is committed to
play a leading role to bolster the financial
sector’s resilience to environmental risks.

Sustainable Financing
Solutions

To support the growth of the green
economy in Singapore and Asia, we are
developing sustainable solutions with
various stakeholders in the financial sector
and our international counterparts.

Sustainable Talent
Ecosystem

To deepen Singapore’s sustainable finance
capabilities, MAS is developing a strong
sustainable finance research and talent
development ecosystem.

Green FinTech

Technology and Sustainability are two key
driving forces shaping the future of financial
services. Understand more about the
various initiatives for technology solutions
and projects that accelerate the growth of
Fintech and Green Finance.

International and
Regional Collaborations

To shape the development of sustainable
finance in Singapore and the region, MAS is
working closely with industry, international
and regional counterparts.

Investment Portfolio

MAS, as Singapore’s central bank, manages
the Official Foreign Reserves (OFR). We are
integrating climate change considerations
into our investment framework to enhance
portfolio resilience and support the
transition to a low carbon future.

MAS' Operations

MAS is reducing its carbon and
environmental footprint to support
Singapore’s climate ambitions and
commitments.

27



MAS FiNZ Action Plan

Data, Definition: Climate Resilient
1 B S enions 2 i clmehesltien ENABLERS

e Reliable and comparable climate e Sound environmental risk

e management practices e Innovative technology solutions for financial

e Grediblc and e roperabic + Robusticiimate'scenario analysls institutions and corporates’ transition

taxonomies and stress testing

Green * Interoperable digital u..t%lity for ingination,
" access and orchestration of verifiable

FinTech sustainability data (Project Greenprint)

* Mandatory ISSB-aligned
disclosures

e Trustworthy ESG labels and ratings 4 Y- Green & Transition

to combat greenwashing Solutions & Markets

Blended finance for transition
projects with public, private and
philanthropic partnerships

3 (), Credible

‘ % é Transition Plans Financing for decarbonisation of
carbon-intensive sectors e.g.
managed phase-out of coal-fired
power plants

Transition-ready talent pipeline and workforce
competencies (Jobs Transformation Map)

Skills & Asia-focused sustainability research and
Capabilities development (Centres of Excellence)

* Science-based transition plans
by financial institutions

Green and transition financing

e Client engagement to steward real solutions e.g. bonds and loans

economy transition

Markets and platforms to mobilise
financing e.g. carbon services and
carbon credit markets

¢ Credible regional sectoral
decarbonisation pathways

Source: MAS
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Historic Regulatory Enforcement Trends

* The Banking Act of 1933 - allowed federal banking regulators to force banking institutions to follow certain directives.

* For next 30 years, regulators only had authority to terminate an institution’s deposit insurance.

* In 1966, US enacted the Financial Institution Supervisory Act, which empowered federal regulators to issue Cease and Desist Orders to:

» Stop practices in violation of existing laws or detrimental to the financial soundness of the institution.
e Order institutions to take corrective action.

* In 1978, the Financial Institution Regulatory and Interest Rate Control Act was enacted allowing regulators to issue EAs against individuals
and also to levy fines for violation of existing laws or for non-compliance with previous Enforcement Actions, such as C&D Orders.

* The 1989 Financial Institutions Reform, Recovery, and Enforcement Act (FIRREA) and the 1991 Federal Deposit Insurance Corporation
Improvement Act (FDICIA) empowered regulators to demand that banks change management, remove/suspend personnel, limit growth,
and cease dividend payments, and mandated the public disclosure of formal enforcements, beginning in 2000.

* EA activity has tended to follow supervisors’ assessment of banking conditions:
* During periods of solid earnings, EA activity is largely driven by a regulatory focus on risk management and compliance.

* During times of weaker financial performance, EAs were mainly intended to improve financial indicators related to the CAMELS rating
system.

* CAMELS rates Fis based on: Capital adequacy, Asset quality, Management, Earnings, Liquidity, and Sensitivity.

* Federal Deposit Insurance Corporation (FDIC)



Enforcement Actions

2008 2005 2010 2011 2012 2013 2014 2015

Severe enforcement action types

Against institutions

. Cease and Desist Orders
. Formal Written Agreements/Supervisory Agreements
. Prompt Corrective Actions
Regulators clamp down on greenwashing at financial institutions
Less severe enforcement action types OCTOBER
Against institutions . SEC Ti =sime rtising Standards Authority
. Deposit Insurance Threat " $1.5 millien over "mi Le 8 limate-related ads

. Other Fines concerning ESG considerati sEying could mislead consumers

. Order Requiring Restitution D D o a

. Call Report Infractions
. Memo of Understanding (MoU) NOVEMEER

German poli
Deutsche

. Hearing Notice or Other Action: Hearing Notice

Against individuals

. Sanctions against Personnel Created Fab. 21, 2023
. . ESG = environmeant cial and govarnance.
: Cease and Desist Order against a Person Source: S&P Global Market Intelligance.

. Fines Levied Against a Person @ 2023 S&P Global.

. Restitution by a Person

30



Senior Manager Accountability Regimes Globally

USA DolJ: Yates memo

e Live: 2015

* Covers all firms under
DOJ investigation

Ireland Senior Executive

Accountability Regime

* In development

e Covers credit, investment
and insurance firms

HK Managers in Charge
Regime
e Live: 2017

UK'Senior Managers & e Covers all SFC licensed

Certification Regime

* Live 2016

* Covers Banks, Building
Societies, Credit Unions,
Investment firms

Australia APRA Banking
Executive Accountability
Regime
* Live: 2018
Covers all Banks,
22 Ci% oy authorized deposit-taking
Singapore MAS Guidelines on ‘ institutions and
Individual Accountability and ‘"*.. o subsidiaries
Conduct
* Live 2020
* Covers all MAS regulated
firms
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MAS Guidelines on Individual Accountability

MAS Individual Accountability and Conduct regime aims to create a healthy culture and promote positive conduct in the financial sector in
Singapore.

The guidelines by the MAS focus on five high-level outcomes for Fls to promote ethical behaviour, responsible risk-taking, accountability of
senior managers and reinforcement of good conduct among staff and business:

Outcome One - Senior managers’ responsibilities for managing and conducting the Fl’s core functions are identified.

Outcome Two - Senior managers are fit and proper for their roles and held responsible for the actions of their employees and the conduct of
the business under their oversight.

Outcome Three - The FI’s governance framework supports senior managers’ performance of their roles and responsibilities, with a clear and

transparent management structure and reporting relationships.

Outcome Four - Material risk personnel are fit and proper for their roles, and subject to effective risk governance, and appropriate incentive

structures and standards of conduct.

Outcome Five - The Fl has a framework that promotes and sustains among all employees the desired conduct.

MAS state rules and regulations are not enough to maintain a healthy culture. The MAS highlights that financial institutions should go “the extra
mile” to promote a culture of ethical behaviour and compliance. There are several actions that firms should take to monitor and access culture
and conduct and only complying with regulatory requirements or internal rules is not enough.

Chief Executive Officer Chief Financial Officer / Head of Finance

Chief Risk Officer / Head of Risk Chief Operating Officer / Head of Operations

Chief Information Officer / Chief Technology Officer / Head of Technology Chief Information Security Officer / Head of Information Security
Chief Data Officer Chief Regulatory Officer / Chief Compliance Officer

Head of Financial Crime Prevention Head of Compliance

Head of Human Resources Head of Actuarial

Head of Business Function e.g., Head of Retail Banking/Private Banking/Corporate

Banking/Underwriting/Marketing/Investment etc Other Core Functions as needed
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