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Editorial

You May Be Falling Behind

In the editorial of the last issue of the ECOFACT Quarterly, | pointed out that rapid mainstreaming also brings about major change.
We have observed this change happening particularly within the larger banks and insurers.
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In arecent discussion, an ESG strategy expert at one of the leading international banks told us how, until recently, it had
been difficult for them to attract senior management’s attention to sustainability issues. And if they had managed to do so, it
was always the topic discussed at the end of the executive board meeting. He then vividly explained how this has completely
changed. Sustainability and climate issues finally have the visibility and time allocated to them that they deserve. The ESG
strategy expert found it amazing that senior managers now consider these issues to be of strategic importance - in terms
of both risk and opportunity. In his words, the topic is now finally appreciated and fully integrated as one of his company’s
strategic objectives.

Unfortunately, we are seeing such change only at the largest international banks and insurers and among smaller, long-term
sustainability leaders. There is a real risk that other institutions — be they major national players or smaller organizations —
could fall behind. Why is that a problem? Let me point you to two recent publications:

» Inanew article, a group of McKinsey consultants explain that companies are “ramping up pressure on suppliers to cut
their own emissions or risk losing business. Business leaders are telling us that some of their biggest customers are
warning that future contracts will be contingent on significant emissions reductions.” They also point out that carbon
taxes may soon have cross-border implications and companies abroad may no longer be shielded from stricter
environmental legislation. They conclude that “decarbonization is no longer an option”

*  Why this matters to financial institutions is explained by Larry Fink in his latest letter to CEOs. Interestingly, although he
emphasizes the opportunities, his observations make it clear why fiduciary duty also matters: “The reallocation of capital
accelerated even faster than | anticipated. [...] | believe that this is the beginning of a long but rapidly accelerating transition
- one that will unfold over many years and reshape asset prices of every type. We know that climate risk is investment risk.
But we also believe the climate transition presents a historic investment opportunity.’

The key problem is that many members of executive management teams have not yet understood how profound the changes
will be. | will talk about this in one of the next editorials.

Climate change is not going away — which is also true of many other sustainability challenges. There are three main reasons
why your institution must address climate risks as a strategic issue:

1. Regulators frequently state that climate risks are financially material and, to comply with fiduciary duty obligations, they
should be taken into account, both in risk management and investment decisions.

2. Climate risks are complex: considering them in underwriting, lending, and investment decisions is a challenge.

3. New investment and market opportunities also arise: they may be even more complex and time-consuming, and may
require modifications to business models.

Your institution needs to take advantage of the investment opportunities presented by the mainstreaming scenario, but
more importantly, you should ensure that it is not your clients and beneficiaries who end up with the high-risk investments in
their portfolio.

Olivier Jaeggi


https://www.ecofact.com/blog/ecofact-quarterly-editorial/
https://www.mckinsey.com/business-functions/operations/our-insights/net-zero-or-bust-beating-the-abatement-cost-curve-for-growth?cid=other-eml-dre-mip-mck&hlkid=a774e1a8976d4a078406df70a8406fd5&hctky=2665638&hdpid=36dd4e10-9010-4b06-b682-d899fac6a65a
https://www.blackrock.com/corporate/investor-relations/larry-fink-ceo-letter
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International standards

Updates on cross-sector environmental and social standards that might be relevant as benchmarks for risk assessments.
Scope: key developments related to the most important international environmental and social standards.

EU regulators publish redrafted sustainability disclosure requirements

The Joint Committee of the three European supervisory authorities (ESAs) has published its final (draft) report and offered new,
pared-back disclosure requirements (Regulatory Technical Standards). To curb greenwashing, service providers will now be required
to disclose 18 mandatory indicators linked to the ground-breaking Sustainable Finance Disclosure Regulation (SFDR), down from the
32 previously proposed. Investors must also choose at least one environmental and one social indicator from a set of additional, opt-in
indicators. Early proposals were branded unfeasible and costly by industry groups due to the level of detail required and the lack
of available data. While campaign groups criticize the change as a concession to corporate interests, Sustainability Forum argues that
sufficient data is not yet available, particularly with regard to social impact indicators. After more than a year’s delay, they believe that
the concessions can realistically ensure swift implementation. The European Commission is expected to endorse the requirements
within three months. However, the ESAs have already opened a consultation to explore amending the final draft of the report they
approved in February. (See the consultation table below.) February 5, 2021.

Read more (1) e d ELNEYI) => B Read more (3) ->

Why we think it matters: With the publication of these regulatory standards, financial institutions are now able to fully implement
the requirements of the EU’s SFDR. Among other key elements, the final report includes several templates that ESAs expect financial
institutions to adopt for disclosing sustainability-related information at the product level. It is important to emphasize that the SFDR
also applies to financial products and entities located outside of the EU once these enter the EU market. In addition, the SFDR is set to
become a blueprint for future regulations across the globe that seek to tackle greenwashing.

What we're watching

Below are a few insights from our Policy Outlook research. ECOFACT's team of legal analysts continuously monitor regulatory
developments related to sustainable finance and corporate responsibility. Monitoring includes over 46 jurisdictions, the European Union,
financial sector regulators, stock market authorities, as well as multilateral organizations such as the OECD and the UN. For more
information on regulatory trends, please contact us.

EU June 30, 2021 Article 4 of the EU Sustainable Finance Disclosure Regulation will become

_ mandatory for EU financial market participants with over an average of
500 employees, as well as large group parent companies. Their required
Principal Adverse Impacts Statement must be published on their websites
and address the impact of investment decisions on sustainability factors
and related due diligence policies.

Read more (for Policy Outlook subscribers) =

Source: ECOFACT's Policy Outlook, a database of in-depth analyses of sustainable finance and corporate responsibility regulatory initiatives across the globe.
More information: https://www.ecofact.com/policyoutlook/
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https://www.esma.europa.eu/press-news/esma-news/three-european-supervisory-authorities-publish-final-report-and-draft-rts
https://www.responsible-investor.com/articles/eu-regulators-to-scale-down-anti-greenwash-disclosure-rules
https://www.responsible-investor.com/articles/eu-regulators-cut-slash-number-of-mandatory-reporting-indicators-in-final-sfdr-draft
https://www.esma.europa.eu/sites/default/files/library/jc_2021_03_joint_esas_final_report_on_rts_under_sfdr.pdf
https://www.ecofact.com/policyoutlook/
https://tools.ecofact.com/polo/activity/details/217/
https://www.ecofact.com/policyoutlook/
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Selected open consultations

We have selected a few open consultations from our Policy Outlook database that are relevant to the wider financial and/or
insurance industries. Many organizations and governments use a consultation process to solicit structured feedback from stakeholders.
It is an opportunity for interested parties to comment on the content of materials that are issued to support a dialogue. For more
information on open consultations, please contact us.

Authority Consultation topic Deadline for input

The SEC wants feedback from investors, filers, and other June 13,2021
market participants on the demand for climate change
information, and whether current disclosures adequately

inform investors.

US Securities and Exchange
Commission (SEC)

Read more (for Policy Outlook subscribers) =»

Source: ECOFACT's Policy Outlook, a database of in-depth analyses of sustainable finance and corporate responsibility regulatory initiatives across the globe.
More information: https://www.ecofact.com/policyoutlook/

High-risk sectors

Developments relevant to six specific high-risk sectors, such as news on risk factors and trends, associated regulations, and best practices.
This section concludes with a two-page table that provides an update on sector-related controversies, reveals financial institution exposure,

and provides ECOFACT analyses.
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Extractive sectors lack due diligence, says Despite net-zero pledges, big banks Turbulent seas forecast for shipping firms f‘:;
Responsible Mining Foundationreport  have loaned USD 3.8 trillion to fossil . 2
o Many shipowners could struggle to stay =
Due diligence systems in sectors that fuel companies since 2015 afloat in the decade ahead, warns the latest =
extract oil, gas, metals, and minerals “tend  puplished by a coalition of NGOs, Banking ~ Lloyd's List Intelligence briefing on shipping
to focus more on the identification of ESG o Climate Chaos 2021 puts forward acritical ~ finance. As the world’s biggest banks prepare
risks than on the assessment and management  evaluation of sixty of the world’s largest banks'  to align their portfolios with international )
of these risks,” asserts a new report by financing of fossil fuel companies between  greenhouse gas reduction goals, the §
the Responsible Mining Foundation. The 2015, when the Paris Agreement was signed,  International Maritime Organization has j:
foundation’s assessment of due diligence and 2020. The authors conclude that banks ~ set two overarching targets: a 50-percent 2
and transparency practices at 25 major provided a “shocking” USD 3.8 trillion in emissions reduction by 2050 from a 2008
global commodity trading and production  financing, with more being loaned in 2020 baseline, and a 40-percent reduction in the
companies revealed alack of transparency on than in 2015. Roughly 21 percent of the carbon intensity of shipping by 2030. Entitled
many supply chainissues, indicating limited  panks analyzed are based in Canada and the  Red Light or Green Light: The Dilemma Facing %
ESG due diligence (average score of 28 US, yet they accounted for close to half of all ~ Shipowners, the Lioyd's briefing calculates g
percent) and poor implementation of ESG  financing. Despite many of the banks having  that, given the multi-decadal lifespan of 5
commitments - with few if any systematic  net-zero pledges, according to critics, the ships, the maritime sector must now ensure .
measures in place (average score of just 10 ypward trend in financing shows an “alarming ~ that zero-emissions ships are operating
percent for performance review). Levels of  disconnect” between banks’ practicesand ~ on deep-sea trade routes on a commercial 2
disclosure varied widely, with a notable lack  their promises. March 24, 2021. scale by 2030. Yet shipping firms have ::
of disclosure across the sector regarding several potential low-carbon technology ﬁ
payments to governments. The report options as well as face uncertainty about —§
recommended that the sector provide future fuels. For deep-sea vessels, there is E
more systematic disclosure and improve its “little certainty on the horizon. -
adoption of global standards. February 20271 January 8,2021. N
:
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https://www.ecofact.com/policyoutlook/
https://www.ecofact.com/policyoutlook/
https://tools.ecofact.com/polo/activity/details/299/
https://www.responsibleminingfoundation.org/extractivecommoditytrading/
https://www.responsibleminingfoundation.org/app/uploads/EN_RMF_DDAT_TRADING_2021_WEB.pdf
https://www.ran.org/wp-content/uploads/2021/03/Banking-on-Climate-Chaos-2021.pdf
https://www.forbes.com/sites/davidrvetter/2021/03/24/climate-chaos-ngos-name-top-banks-who-put-38-trillion-into-fossil-fuels/?sh=68175cc75533
https://www.greenbiz.com/article/despite-net-zero-pledges-banks-used-750-billion-finance-fossil-fuels-2020
https://350.org/press-release/new-report-worlds-60-largest-banks-have-poured-3-8-trillion-into-fossil-fuels-since-paris-agreement/
https://www.theguardian.com/environment/2021/mar/24/big-banks-trillion-dollar-finance-for-fossil-fuels-shocking-says-report
https://www.businessgreen.com/news/4025506/turbulent-seas-ahead-shipping-firms-banks-decarbonisation-efforts
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Information based on SIGWATCH data Analysis combines SIGWATCH data and ECOFACT insight

SIGWATCH scans the messaging of more than 10,000 NGOs
around the world on a daily basis in order to identify active
and emerging campaigns and issues, tracking the criticism
(and occasional praise) of corporations and industry sectors.
This qualitative and quantitative data provides a unique
insight into NGO concerns, and serves as early warning of the
problems that companies and investors will have to manage

in the months ahead.

Level of controversy
Number of NGO campaigning actions per
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The circles next to each subsector indicate the degree of reputational risk to financial institutions (Fls) that is associated
with investments in that subsector.

@ -High
. = Enhanced
= Moderate

Selected news highlights and ECOFACT risk summary

We have hand picked news stories and reports that highlight specific ESG risk-related issues these sectors were
associated with in the previous quarter. Whether the stories target a small element or a large-scale impact of a sector, all
share one thing in common: they are relevant to Fls as they assess the evolving risks of these areas of business.

Threats to the world’s forests: Many investors have acknowledged the ongoing deforestation
problem; some are even threatening to divest from Brazilian companies and government bonds
or have adopted restrictive policies. AWRI report has examined how rapidly oil palm, soy, cattle,
wood fiber, cocoa, coffee, and rubber production are replacing primary forests - roughly 5.5
million hectares of forest are lost each year. The WWF has also reported on global deforestation,
and a damaged Amazon is suspected of contributing to climate change.

Orphaned, idle, and abandoned wells pose a huge liability: A low-carbon economy means
the end for many fossil fuel companies. As they go out of business, some walk away from their
assets. This is a growing problem attracting international attention. Despite legal obligations
to plug and clean up their wells, and court rulings requiring insolvent companies to satisfy
environmental obligations before paying creditors, the problem continues to grow. Fls with
links to fracking companies face reputational risks that persist after a company folds and/or
abandons contaminated sites.

“Certified” may not mean what you think: Banks looking for assurances that companies operate
responsibly may want to reexamine their assumptions about certification schemes, which face
frequent criticism, such as being unfit to tackle growing demand for forest and ecosystem
commodities of risk. Even schemes with strong standards are criticized for weak implementation
and a lack of product traceability and transparency. Many certified companies continue to be
linked to deforestation, human rights abuses, and greenwashing.

High-risk sectors

Is nuclear power a green investment? News sources report that experts will provide the EU
Commission with a recommendation to label nuclear power as a sustainable green investment
within the sustainable finance taxonomy. If nuclear power ends up being labelled as “green,’
there could be backlash from NGOs and the public. Banks that include this type of power in
their portfolios could be criticized for doing so, even if the taxonomy permits.

The green/red arrows indicate that the number of NGO campaigning actions have decreased/increased by more than three actions compared to the previous quarter, whereas the orange
arrows indicate this change is less than three actions. The percentages below the arrows denote the trend compared to the previous quarter, i.e. the percent change in of the number of

NGO campaigning actions.


https://www.sigwatch.com/
https://www.bkc-paderborn.de/nachhaltige-geldanlagen/nachhaltigkeitsfilter/engagement/engagement-brasilien.html
https://group.bnpparibas/en/press-release/bnp-paribas-defines-restrictive-policy-fight-deforestation-amazon-cerrado-regions?utm_source=critsend&utm_medium=email&utm_campaign=group_newsletter_alert_i_en
https://files.wri.org/s3fs-public/estimating-role-seven-commodities-agriculture-deforestation.pdf?U_I9ydQ17cByOKKf2ohGGJ_aZWe3HVxw
https://c402277.ssl.cf1.rackcdn.com/publications/1420/files/original/Deforestation_fronts_-_drivers_and_responses_in_a_changing_world_-_full_report_%281%29.pdf?1610810475
https://www.nationalgeographic.com/environment/article/amazon-rainforest-now-appears-to-be-contributing-to-climate-change?loggedin=true
https://thenarwhal.ca/a-massive-liability-b-c-s-orphan-fracking-wells-set-to-double-this-year/
https://www.theguardian.com/environment/2021/feb/25/us-abandoned-oil-wells-leak-methane-climate-crisis
https://www.currentaffairs.org/2021/01/the-wreckage-of-the-last-energy-epoch-abandoned-wells-and-workers
https://carbontracker.org/orphaned-wells-are-the-tip-of-the-iceberg/
https://carbontracker.org/reports/billion-dollar-orphans/
https://www.bcauditor.com/sites/default/files/publications/reports/OAGBC_Oil-Gas-Non-operating-Sites_RPT.pdf
https://www.scc-csc.ca/case-dossier/cb/2019/37627-eng.aspx
https://www.greenpeace.org/static/planet4-international-stateless/2021/04/b1e486be-greenpeace-international-report-destruction-certified_finaloptimised.pdf
https://www.greenpeace.org/international/story/46790/certification-labels-forest-destruction/
https://www.reuters.com/article/us-europe-regulations-finance/eu-experts-to-say-nuclear-power-qualifies-for-green-investment-label-document-idUSKBN2BJ0F0
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Emerging risks

Risks that may become material in the near future or are relevant when looking into a company’s business model, but are not yet
considered as highly significant risks from a financial institution’s reputational risk perspective, or are not related to a high-risk sector.

Climate change litigation booming; financial institutions’ sustainability goals open them to lawsuits

In February 2021, the Paris Administrative Court ruled that the French State had failed to address the climate crisis adequately, and at the
end of March, the European Court of Human Rights accepted a complaint from Senior Women for Climate Protection Switzerland against
the country. Climate litigation has become a fact of life. It's not just being used by the public, but it is also being used by investors and
shareholders to force action to be taken on topics such as climate and diversity. The UN Environment Programme has published the
Global Climate Litigation Report: 2020 Status Review to provide an overview of global climate litigation trends. When comparing the
number of cases brought forward in 2017 (884 in 24 countries) with those in just the first half of 2020 (1,550 in 38 countries), the
authors determined three key trends: cases are arguing that international law and national constitutions protect fundamental human
rights and require action on climate change; there are arguments that fossil fuels must be kept in the ground; and claims are being made
of corporate responsibility for climate damage. A lawyer at Signature Litigation in Paris has pointed out that when financial institutions
publicize their sustainability goals, they open themselves to litigation because their public environmental statements may be viewed as
marketing and could therefore also be seen as misrepresentation if such claims are not fulfilled. March 26, 2021.

Read more (1) => B Read more (2) => B Read more (3) => B Decision (French) => l| UNEP report ->

Deep seabed mining driven by demand for renewables

Investors are paying attention to the demand for renewables and the subsequent pressure for ethically sourced battery metals. The
world’s first public offer of deep-sea mining stock went live at the end of March. Thus far, Green Minerals AS has been in Europe’s top
ten best initial offerings of 2021. Currently, much of the world’s supply of battery metals is sourced from the Democratic Republic of
Congo, a country infamous for lax regulations, mining-related human rights abuses, and environmental damage. Attention is turning
toward the horde of metals found at the bottom of the ocean to meet demand by means of what is, hopefully, a more sustainable supply.
However, as highlighted by the WWF’s In Too Deep report and a paper on seabed mining, it is difficult to qualify the practice as sustainable
or ethical. Too many unknowns about ecosystems and biodiversity mean that there is a real risk of unpredicted impact on fisheries,
livelihoods, and ocean carbon and nutrient cycles. One thing that is known is that seabed mining introduces “rapid and abrupt disturbance”
to areas that are likely to have low levels of resilience. March 26, 2021.

Read more (1) => B Read more (2) => B Read more (3) ->
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Cyber threats evolving fast; insurers advised to consider physical losses

Cyber-attack threats are at a turning point, according to a new report entitled The Emerging Cyber Threat to Industrial Control
Systems produced collaboratively by Lloyds, CyberCube, and Guy Carpenter. Weighed against the current trends of cloud adoption,
the convergence of internet and operational technology, the proliferation of the Internet of Things (IoT), and “smart manufacturing,”
cyber-risk is also becoming a threat to physical markets. Designed to help insurers consider potential physical losses, the report
presents hypothetical real-world scenarios in four key industries (manufacturing, shipping, energy, and transportation) via three
potential routes of attack: 1) a targeted supply chain malware attack, in which malicious actors compromise products before distribution;
2) a targeted attack in which attackers exploit a vulnerability in widely used loT devices found in industrial settings; and 3) the
infiltration of industrial internet technology networks. All three scenarios have historical precedents. February 16, 2021,

Report >


https://www.theguardian.com/environment/2021/feb/03/court-convicts-french-state-for-failure-to-address-climate-crisis
https://www.lloyds.com/about-lloyds/media-centre/press-releases/new-lloyds-report-highlights-the-increasing-risk-of-cyber-attack-to-the-industrial-sector
https://www.ft.com/content/fb1fa29b-7f2b-448b-ba47-05f16eccad97
https://www.unep.org/news-and-stories/story/battle-against-climate-change-courts-become-new-frontier
https://wwf.panda.org/wwf_news/press_releases/?1416441/Deep-seabed-mining-is-an-avoidable-environmental-disaster
https://wedocs.unep.org/bitstream/handle/20.500.11822/34818/GCLR.pdf?sequence=1&isAllowed=y
https://wwfint.awsassets.panda.org/downloads/an_investigation_into_deep_seabed_mining_and_minerals_for_wwf_full_report_2020.pdf
https://www.responsible-investor.com/articles/taking-the-law-into-their-own-hands-how-investors-are-using-litigation-to-achieve-esg-impact
https://assets.lloyds.com/media/542bea95-0d28-4ce1-a603-63db54aa24f9/The%20Emerging%20Cyber%20Threat%20to%20Industrial%20Control%20Systems_Final%2016.02.2021.pdf
https://www.bloomberg.com/news/articles/2021-03-26/newest-battery-metal-ipo-taps-rising-interest-in-the-deep-sea?cmpid=BBD032921_GREENDAILY&utm_medium=email&utm_source=newsletter&utm_term=210329&utm_campaign=greendaily
https://laffairedusiecle.net/wp-content/uploads/2021/02/20210203-Jugement-Affaire-du-Sie%CC%80cle.pdf
https://wwfint.awsassets.panda.org/downloads/in_too_deep_what_we_know_and_don_t_know_about_deep_seabed_mining_1.pdf
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Business case

Information that underlines the business case for environmental and social risk management in financial institutions.

Clean energy seven times more profitable than fossil fuel investments

Global renewables investment returns significantly outperform comparable fossil fuel investments, according to the latest research. In
Clean Energy Investing: Global Comparison of Investment Returns, researchers from Imperial College London and the International Energy
Agency find that listed renewables’ portfolios have outperformed listed fossil fuel portfolios in all markets over the last 10 years, generating
422.7 percent for renewables against 59 percent for fossil fuels. Although this comparative difference has diminished over the past
five years, capital costs remain lower for renewable energy companies. Researchers emphasize the need for more precise data from
energy producers, particularly those with diversified business models. Cyclical factors such as declining demand and policy shifts also
have an influence on these outcomes. March 19, 2021.

Read more (1) => W Read more (2) ->

Peer approach

Editorial

New sector and issue policies that financial institutions have recently adopted. The table on page 8 gives an overview of the number of sector
and issue policies produced by insurers. This issue’s policy sector in focus is: Biodiversity (page 9).

More insurers abandon coal, some exclude specific oil and gas projects

Insurers who restrict coal underwriting see the decision reflected in their valuation, from -3 to +9 percent, say analysts from Societe
Generale SA. The more they do to divest from coal, the higher stock gains they see. Considering this finding, it is no surprise that several
insurers have committed themselves to restricting coal investments over the last quarter. In Australia, the Adani Charmichael coal and
rail project has attracted much controversy for its projected impact on Indigenous people, the Great Barrier Reef, and the climate. Reuters
reported that Lloyd’s insurer Brit will not underwrite any policies directly related to the mine, making it the 26th Lloyd’s syndicate to
adopt this stance. Hong Kong-based insurer AIA has indicated that it will be free of all coal investments by 2028. France’s AXA has
dropped German utility RWE AG due to its large coal operations and for moving too slowly to reduce the company’s carbon footprint.
Swiss Re has announced a phase-out of thermal coal underwriting in OECD countries by 2030 and the rest of the world by 2040. In
North America, meanwhile, AXIS Capital has indicated that it will not be underwriting new or reinsurance, nor providing investment
support for the exploration, production or transportation of oil and gas from the Arctic National Wildlife Refuge. It joins AXA and Swiss Re
in this commitment. March 16, 2021.

Read more (1) => B Read more (2) => B Read more (3) => B Read more (4) => B Read more (5)
Read more (6) —> B AlAreport -> AXIS ->

While banks and investors continue to set 2050 net-zero goals, Aviva ups the ante; IGCC launches Net Zero Investment
Framework implementation guide

High-risk sectors International standards

Emerging risks

Aviva has announced that it is the world’s first insurer to target 2040 (instead of 2050) for net-zero carbon emissions in all aspects
of its business and operations. Since the Net Zero Asset Managers initiative was unveiled at the end of 2020, an additional 43 asset
managers have committed themselves to meeting new/enhanced emissions goals by 2050 or earlier. At the end of March, the 73 signatories
included BlackRock and Vanguard, which between the two of them doubled the total assets supporting the initiative. Goldman Sachs
updated its 2030 Sustainable Finance Commitment to narrow the company’s operational carbon emissions to net zero by 2030 instead
of 2050. Citigroup is seeking to achieve net-zero emissions within its operations by 2030 and within its lending portfolio by 2050.
Bank of America has also indicated that it is targeting 2050 as a net-zero deadline for its financing, operations, and supply chain, as has
Jupiter Asset Management. Wells Fargo has made a similar commitment; it is the last of the “big 6” American banks to do so.

Read more (1) => [l Read more (2) => f| Read more (3) -> Goldman Sachs
>

I

Business case

Peer approach

More net-zero goals, coordinated by the Institutional Investors Group on Climate Change (IIGCC), have been announced by the pension ;2
funds of the Church of England, Lloyd's Banking Group, and the National Grid as well as the Scottish Widows, Royal London, andNest é
pension providers. These and other related net-zero investor announcements accompanied the IIGCC's launch of the Net Zero §
Investment Framework. The document is intended to support the investment community’s ambitions by providing insight into practical 2
measures they can adopt in order to reach their targets. March 29, 2021.

2

~l

Subscribe


https://www.bloombergquint.com/business/dumping-coal-can-be-good-for-insurer-stock-value-green-insights
https://www.reuters.com/article/adani-insurance/lloyds-insurer-brit-says-it-will-not-insure-adani-coal-mine-idUSL8N2KT3K9
https://www.wilderness.org/articles/press-release/first-north-american-insurer-confirms-it-will-not-support-destruction-arctic-national-wildlife-refuge
https://www.swissre.com/media/news-releases/nr-20210316-swiss-re-announces-ambitious-climate-targets.html
https://www.stopadani.com/why_stop_adani Swiss Re: https://www.swissre.com/media/news-releases/nr-20210316-swiss-re-announces-ambitious-climate-targets.html
https://www.theguardian.com/business/2021/mar/17/insurer-aia-agrees-pull-out-all-coal-investments-2028
https://ieefa.org/french-insurance-firm-axa-drops-rwe-over-coal/?utm_source=rss&utm_medium=rss&utm_campaign=french-insurance-firm-axa-drops-rwe-over-coal#:~:text=Bloomberg%3A,the%20coal%20business%20has%20become.
https://www.aia.com/content/dam/group/en/esg/AIA_ESG_En.pdf
https://www.wilderness.org/sites/default/files/media/file/AXIS%20Response%20to%20Gwichin%20Steering%20Committee%2011%20Jan%2020211%20%28002%29.pdf
https://imperialcollegelondon.app.box.com/s/73em3ob3h1pu0a0ek3bay2ydiss8x0rr
https://www.forbes.com/sites/feliciajackson/2021/03/19/global-renewables-investment-return-7-times-higher-than-fossil-fuels/?sh=52b899e923c0
https://www.netzeroassetmanagers.org/net-zero-asset-managers-initiative-triples-in-assets-under-management-as-43-new-asset-managers-commit-to-net-zero-emissions-goal
https://www.theguardian.com/business/2021/mar/10/major-uk-pension-funds-worth-nearly-900bn-commit-to-net-zero
https://thehill.com/policy/finance/541020-citigroup-sets-goal-to-achieve-net-zero-emissions-by-2050?rl=1
https://www.parisalignedinvestment.org/media/2021/03/PAII-Net-Zero-Investment-Framework_Implementation-Guide.pdf
https://blog.citigroup.com/2021/03/citis-commitment-to-net-zero-by-2050/
https://www.jupiteram.com/uk/en/individual/media-posts/jupiter-commits-to-net-zero-emissions-and-announces-alignment-with-key-sustainable-investment-initiatives/
https://www.dailymail.co.uk/wires/reuters/article-9413215/Investors-BlackRock-Vanguard-join-net-zero-effort.html
https://www.iigcc.org/news/global-framework-for-investors-to-achieve-net-zero-emissions-alignment-launched-8-trillion-investors-put-it-into-practice/
https://www.aviva.com/newsroom/news-releases/2021/03/aviva-becomes-the-first-major-insurer-worldwide-to-target-Net-Zero-carbon-by-2040/
https://www.goldmansachs.com/media-relations/press-releases/2021/announcement-04-mar-2021.html
https://newsroom.bankofamerica.com/content/newsroom/press-releases/2021/02/bank-of-america-announces-actions-to-achieve-net-zero-greenhouse.html
https://newsroom.wf.com/English/news-releases/news-release-details/2021/Wells-Fargo-Sets-Goal-to-Achieve-Net-Zero-Greenhouse-Gas-Emissions-by-2050/default.aspx
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CEO pay intertwined with ESG performance: new strategy or fad? Some banks are trying it out

Opposition to excessive CEO pay has grown during the pandemic year, when many non-C-suite workers lost jobs or saw their employment
suspended during lockdown periods. Financial incentives have long been used to influence the behavior of executives and encourage
certain performance results. However, until recently, financial “carrots” in executive remuneration were structured in a manner that
promoted short-term behavior - a particularly troublesome problem when a company wants to address long-term ESG challenges.
FCLTGIlobal’s report on how to extend the time horizon of executive pay points out that when it comes to remuneration plans, “we
are not consistently paying for what we want.” It offers suggestions for change to renumeration packages that encourage long-term
behavior. Six Canadian banks have tied their CEOs’ salaries to ESG performance, which is interesting considering that only 9 percent of
FTSE All World Index Companies did so in 2020. For the first time, financial services company Legal & General linked achieving climate
targets to 2021 executive bonuses. March 22, 2021.

Read more (1) => B Read more (2) => B Read more (3) ->
> >

Read more (4) Read more (5) FCLTGlobal report =>

Sector and issue policies adopted by insurers

(A) indicates the number of insurers among the 9 Systematically Important Insurers that have adopted a policy, guideline, or commitment
addressing the corresponding sector or issue for their investments. (B) indicates the number of insurers that have adopted a policy,
guideline, or commitment addressing the corresponding sector or issue in underwriting. Only the sectors or issues covered by poli-
cies are included in the table.

Q12020 Q12020
B sectorpolicies | A |

Sector policies

Agriculture 2 1 2 1 Climate change 6 4 6 4
Palm il 2 1 2 1 Agricultural commodities 2 1 2 1
Tobacco 3 2 3 2 Human rights 5 5 5 5
Forestry 2 1 2 1 Child labor 2 1 2 1
Infrastructure 1 1 1 1 Forced labor 2 1 2 1
Indigenous peoples’ rights 1 1 1 1

Defense 3 1 3 1

Cluster munitions 5 1 5 1

This table includes the 9 global systemically important insurers (G-Slls) according to the
Financial Stability Board: Aegon NV, Allianz SE, American International Group, Inc., Aviva
plc, Axa S.A., MetLife, Inc.,, Ping An Insurance (Group) Company of China, Ltd., Prudential
Financial, Inc., Prudential plc.c.. Source: fsb.org
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http://www.fsb.org/wp-content/uploads/2016-list-of-global-systemically-important-insurers-G-SIIs.pdf
https://www.responsible-investor.com/articles/eye-watering-pay-packages-for-ceos-and-the-shareholders-who-approve-and-disapprove-of-them
https://www.fcltglobal.org/resource/executive-pay/
https://financialpost.com/news/fp-street/ceo-pay-tied-to-esg-sets-canadian-banks-apart-from-the-crowd
https://www.fcltglobal.org/wp-content/uploads/The-Risk-of-Rewards_FCLTGlobal.pdf
https://www.asyousow.org/reports/the-100-most-overpaid-ceos-2021
https://www.legalandgeneralgroup.com/media-centre/press-releases/legal-general-tcfd-report-targets-to-deliver-significant-progress-by-2030-backed-by-science-based-target-commitments-and-inclusion-of-climate-targets-in-executive-remuneration/
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Policy sector in focus: Biodiversity

Biodiversity is a hot topic, but what does it mean for financial institutions?

Biodiversity, which refers to the rich variety of life on the planet or within an ecosystem/habitat, is gaining traction as an indicator of
the health and resilience of natural environments. The term also encompasses a more nuanced understanding of nature and its role in
human society’s productivity and well-being. There is a growing consensus that biodiversity is a large-scale risk, possibly on par with
climate change.

Financial institutions face challenges in figuring out how to integrate biodiversity considerations into their operations and decision-making.
Biodiversity risks may occur in many different sectors and activities. These risks include, for example, impact on threatened and
endangered species, deforestation, overfishing, and loss of ecosystem services. It is unclear how to tackle the topic on the risk side,
other than through sector policies - such as a forestry policy that includes due diligence on deforestation.

One areathat seems to be easier to delineate is biodiversity, as it relates to protected areas. Many institutions have a policy on protected
areas that outlines due diligence and exclusions. It is relatively easy to assess whether the borders of a protected area overlap with the
borders of a planned project with a large footprint, such as a new mine, dam, plantations, etc. Most frequently, protected areas covered
by this definition are World Heritage Sites and Ramsar Wetlands. However, IUCN protected areas, high-conservation value forests,
biosphere reserves, and Alliance for Zero Deforestation sites are increasingly being considered.

Number of monitored financial institutions with policies mentioning certain protected areas and/or activities

Source: ECOFACT's Monitoring Peer
Policies, a comprehensive analysis of
environmental and social policies and
frameworks of a variety of leading banks

5 5 S X : o
3 and insurers. For more information:
2 2 www.ecofact.com/monitoring-peer-policies/
World Heritage Ramsar IUCN High Conservation Alliance Biosphere Drift nets Trade of animals
Sites Wetlands protected areas Value areas for Zero Reserves over 2.5km /plants under CITES
(any category) Extinction Sites inlength

Yes = No (No policy)

New tools and databases
This section presents new tools and databases that can help to identify or manage environmental and social risks.

UN PSI says insurance industry needs a more integrated approach to handling climate risk

Insuring the climate transition: Enhancing the insurance industry’s assessment of climate change futures is the UN Principles for Sustainable
Insurance (UN PSI) and 22 major insurance firms’ final report on piloting the Task Force on Climate-related Financial Disclosures
recommendations. The authors assert that in the past, discussions about how the insurance industry should manage climate change
were focused on physical, transition, and litigation risks as separate topics, and note that litigation might not have entered the discussion
at all. The report introduces litigation risk as a factor that should be given equal weight in risk analysis, financial modeling, and key
performance indicators. It offers suggestions on how to go about assessing each of these risk categories. February 11, 2021.

Read more (1) => B Read more (2) ->

Climate risk management pilot study reports published

Transition risk is a looming threat to the global economy. This is one of several findings from the UN Environment Programme Finance
Initiative, a global sustainable finance partnership bringing the UN together with more than 350 banks, insurers, and institutional investors.
Their latest reporting package draws on a pilot study of thirty-nine banks, which have put into practice recommendations given by the
Task Force on Climate-related Financial Disclosures. The reports compiled in collaboration with industry experts offer holistic insight:
Pathways to Paris is a practical guide for financial practitioners seeking to understand and apply climate scenarios. Decarbonisation
and Disruption highlights transition risks. The Climate Risk Landscape provides an overview of the various tools and analytics available,
alongside an overview of the potential technologies and regulations that may also shape the way these tools are used in future.
February 17,2021.

Report (1) => B Report (2) => § Report (3) ->

9

ISSUE 36 APRIL 2021

Peer approach

New tools & databases


www.ecofact.com/monitoring-peer-policies/
https://www.intelligentinsurer.com/article/why-sustainability-and-esg-are-key-insurance-business-issues
https://www.unepfi.org/psi/wp-content/uploads/2021/01/PSI-TCFD-final-report.pdf
https://www.pwc.co.uk/services/sustainability-climate-change/insights/pwc-supports-unep-fi-psi-tcfd-pilot-project-climate-scenario-analysis.html
https://www.unepfi.org/news/industries/bankin g/new-climate-transition-tools-2021/
https://www.unepfi.org/publications/climate-change-publications/tcfd-publications/decarbonisation-and-disruption/
https://www.unepfi.org/publications/climate-change-publications/tcfd- publications/the-climate-risk-landscape/
https://www.unepfi.org/publications/climate-change-publications/tcfd- publications/pathways-to-paris
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About ECOFACT

ECOFACT has addressed the risks and opportunities that ESG issues present to the financial sector since 1998. We work primarily for
banks, insurers, institutional investors, and international standard-setters. Helping our clients to improve their understanding of credit,
reputational, compliance, and liability risks in the context of sustainability ESG issues and responsible business conduct is our specialty.
Contact us today to explore how our unique advisory services and market-leading research can assist you.

Research Research
The Policy Outlook platform Monitoring Peer Policies
A continuously updated analysis of regulatory changes Our global, comprehensive analysis of financial institutions’ and
pertaining to sustainable finance and corporate responsibility. insurers’ ESG policies across more than 20 sectors and issues.

Learn more -> Learn more ->

Advisory Advisory

Regulatory Implementation Risk Management Advisory

ECOFACT can work with you in different ways: We can help you to:

Tailored solutions o build capacity and integrate ESG into policies, processes,

Receive support to design, revise, and implement processes and training

anchored in your existing routines and compliance culture. o design workflow tools that enable cost-efficient,
consistent, and rule-based decision-making tailored to

Collaborative approach
Anew and innovative approach to regulatory implementation: a
network of financial institutions shares the costs and benefits ~ ©  conduct risk assessments and portfolio screenings

of our services. o track and communicate results

Learn more -> Learn more ->

your risk appetite

ECOFACT is asignatory to the United Nations Global Compact and the Principles for Responsible Investment, and a member of
Swiss Sustainable Finance.

0%%.. © PRI
b & esponsible
ustainable Wy EEE Investment

Finance ot
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mailto:info%40ecofact.com?subject=
https://www.ecofact.com/regulatory-implementation/
https://www.ecofact.com/assess/
https://www.ecofact.com/policyoutlook/
https://www.ecofact.com/monitoring-peer-policies/
http://www.unglobalcompact.org/
http://www.sustainablefinance.ch/en/home.html
https://www.unpri.org/
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About this report

The ECOFACT Quarterly report is tailored to the needs of individuals and teams in charge of assessing and controlling environmental
and social risks in corporate banking, investment banking, and commercial insurance. It aims to provide an update on risks, standards,
tools, and best practices that are relevant primarily from a reputational risk perspective.

Content selection is a team endeavor that considers the applicability of the information to environmental and social risk, that it was
published (in most cases) in the previous quarter, and that it holds relevance for financial institutions from a reputational risk perspective.
The scope covers the 10 principles of the UN Global Compact.

Subscribe

For a subscription
Scan and e-mail this page or e-mail your contact details to info@ecofact.com.

Please sign me up for a one-year subscription to the ECOFACT Quarterly
at the rate of CHF 2,000* (4 issues at CHF 500 each). | would like the subscription to start with:

D the current issue. D the next issue.

Issues may be shared with the environmental and social risk experts working within your organization.

Name:

Department:

Company:

Address:

Postcode, city:

E-mail address:

You will receive the invoice as a pdf file by e-mail. Please let us know if you need a signed hard copy. We also accept credit cards.

*As a contribution to sustainable banking practices in emerging markets, ECOFACT offers reduced rates to organizations headquartered in countries
classified by the World Bank as upper-middle-income economies (CHF 800), or as lower-middle-income or low-income economies (CHF 200).
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Editor-in-Chief: Anna Reimann Production: Jenifer Guillemin, Bronwin Patrickson

Additional contributors: Annik Bindler, Anna Kurth, Dilan Eberle, Olivier Jaeggi, Bonny Ling, Lana Ollier,
Tennessee Soudain, Joan Suris, Gabriel Webber Ziero

Design: Edmundson Design Editing: Manuscript Language Service

Produced and distributed by ECOFACT AG, Stampfenbachstrasse 42, 8006 Zurich, Switzerland.
Tel: +41 44 350 6060 | Fax: +41 44 350 6020 | info@ecofact.com | www.ecofact.com

Copyright © 2021 ECOFACT AG. All rights reserved. Reproduction in whole or in part on paper, online, or in information storage and retrieval systems without written permission is prohibited.
ECOFACT® s aregistered trade mark. The views expressed in this report are not necessarily those of ECOFACT AG. Editors and contributors may have business relationships with companies they discuss.

11

<~
N
o
IS
=
%
(e
<
0
™
Ll
=)
7]
)

Editorial

Peer approach Business case Emerging risks High-risk sectors International standards

New tools & databases

=
S
o
a
<



http://www.edmundsondesign.com/
https://manuscript.ch/en/
http://www.ecofact.com

	Button 310: 
	1016: 
	1017: 
	Button 234: 


