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European Commission leading on sustainable finance e -

* Action plan Financing Sustainable Growth from March 2018 - setting an EU strategy on sustainable finance

* Main legislative initiatives and Technical Expert Group work
*  EU classification system of sustainable economic activities (‘taxonomy') Number of
* New disclosure requirements for financial market participants mandates for
e Sustainability benchmarks
* EU Green bond standard

Key challenges Actions
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Too little information en corporate
sustainapility-related activities
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Initiatives of European Commission

e Commitment from all European legislators
* European Green Deal and Green Deal Investment Plan
* European Commission proposed a European Climate Law
* European Parliament’s declaration of a climate emergency on 28 November 2019

*  European Council conclusions of 12 December 2019 - endorsing the objective of achieving a climate-
neutral EU by 2050.

e Consultation on Renewed Sustainable Finance Strategy — expected publication in 2020
* Review of Non-financial Reporting Directive — extending scope of disclosures
* Implementation of EU taxonomy in legal framework

* Level 2 legislation on disclosure and ESAs technical standards

Is climate change a source of financial risk?
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Network for Greening the Financial System (NGFS) — Central Banks

and Supervisors

? A Supervision of 3/4
rm of the global systemically
—

important banks

and of2/3

of systemically
important insurers

Source: Financial Stability Board, 2C
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Views of supervisors and central banks in NGFS

= Climate change source of structural change in the economy/financial system
with a number of specificities:
— Far-reaching impact in breadth and magnitude
— Foreseeable nature
— lrreversibility
— Dependency on short-term actions for medium/long-term impacts
— Non linearity and tipping points

= Climate-related risks are a source of financial risk. It is therefore within the
mandates of central banks and supervisors to ensure the financial system is
resilient to these risks

= Highly likely that climate-risks are not properly reflected in asset valuations

= NGFS published number of documents to improve understanding of
environmental risks (https://www.ngfs.net/en)
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EBA action plan on sustainable finance

and expectations for the industry

Sequencing of EBA work

Prudential
treatment

Scenario analysis
and stress testing

Key metrics and
disclosure

Strategy and risk
management

Key policy messages and expectations for the
industry /

e Need to act proactively on ESG in business strategy —
risk mitigation

Sensitivity analysis and
voluntary disclosure in 2020

» Sensitivity analysis for

e Need to incorporate ESG into risk management climate risks in 2020 with
_ _ _ _ sample of volunteer banks

e Promote climate-related disclosure including
quantitative metrics; disclosure monitoring «  Disclosure of key metrics -

estimates and ranges with
sample of volunteer banks

e  Support industry initiatives to understand ESG and k j
S collecting data 6

e  Promote scenario analysis as an important tool
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SUSTAINABILITY
DISCLOSURE
REGULATION

—

Monitoring system to assess risk
material ESG risks ESAs RTS on sustainability on management
(i) pre-contractual disclosure;
(ii) websites content;

(iii) periodical reports;

(iv) presentation of information Key metrics and

Consider ESG factors in
EBA work

Qg on sustainable finance disclosure
EC ACTION PLAN “ CRD AND IFD Scenario

analysis and

Contribution to TEG work P_oten.tial_inclusion of ESG stress testing
- Taxonomy l risks in risk management
- Green bonds standard and SREP

- Gyldellnes on climate - Deflnltlons.
disclosure - Stress testing processes

- Benchmarks Dicclosire of ESG-ratated - ESG risks assessment Prudential
ACtian 10 Call for dviceon risks, physical and transition - Impact of ESG risks on lending treatment
undue short-term pressure risks
Platform on sustainable Assessment of prudential
finance treatment for exposures

associated with environmental

and/or social objectives
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Discussion paper on ESG risks management and supervmonEL

for banks and investment firms

f- ESG factors

® ESG risks

e Physical, transition
and liability risk

* Transmission channels

\. Common

definitions

ESG risks

e Extension of
supervisory time
horizon — long term
resilience evaluation

¢ ESG factors as drivers
\ of financial risks

Sustainable finance

r supervision

Indicators
and methods
to assess the

ESG risks

ESG risks
management
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¢ E, Sand G indicators
and metrics

¢ Tools and methods to
evaluate, estimate and
manage ESG risks

\

* Reflection of ESG in
business strategy and
business processes

® Governance and risk
management
arrangements,
including stress testing)
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Milestones for EBA regulatory mandates g
on sustainable finance

EBA response to call for

advice on short-termism
Consultation paper

Consultation paper

Discussion paper

Final draft ITS

| 2022-2024

Discussion paper

Final draft RTS

| 2021]
Final report (by 28 June)

2022-2024

Possible update of relevant EBA
Guidelines or new Guidelines
EBA advice on short-termism

EBA Report on incorporation of ESG into risk
management and supervision

Final report (by 28 June)
Updated implementing technical standard on Pillar 3
disclosure - ESG disclosure

EBA Report on classification and prudential treatment
of assets from a sustainability perspective

ESA's regulatory technical standards on consumer
and investor disclosure

0 |10 O 0O 1O
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* European Commission was consulting on number of areas seeking input on the need to legislative or
non-legislative action

Other possible areas where legislation might change

* Company reporting and transparency, accounting rules

* Improved access to data

* Definitions, standards and labels for sustainable financial assets and products
* Corporate governance and long-termism and investor engagement

* Green securitisation

* Incentives to scale up sustainable investments

* Brown taxonomy

* Financial stability risk
* Insurance prudential framework
*  Banking prudential framework
*  Asset managers

*  Pension providers

Credit rating agencies

Sustainable finance 10



EUROPEAN

BANKING
AUTHORITY

EUROPEAN BANKING AUTHORITY
Floor 46, One Canada Square, London E14 5AA

Tel: +44207 382 1776
Fax: +44 2073821771

E-mail: info@eba.europa.eu
http://www.eba.europa.eu




