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Foreword

Banks and financial institutions have always
created value for society. They facilitate the
movement of capital and provide safe
payment methods, both of which fundamental
to business and societal development. Directly
and indirectly the financial services industry
has facilitated the creation of jobs, payment of
taxes and creation of innovations that serve
society.

Increased pressure from regulators and
authorities, customers, employees and local
communities as well as new market dynamics,
will over time internalize factors that today are
external and do not impact the P&L or the risk
level — of businesses directly or banks
indirectly, such as greenhouse gas emissions,
water scarcity and natural resource depletion.

Therefore, banks and financial institutions are
increasingly more expected to take
responsibility, not only of their investments but
also of their client relations and loan portfolios.
Moreover, niche actors and cooperative banks
are gaining traction in international markets by
working with radical transparency and broader
environmental and social (E&S) performance
indicators which go beyond financial returns.

In light of these trends, traditional banks and
financial institutions are being challenged to
rethink their business models and the way
they engage with clients on E&S aspects of
their business. We believe banks need to
better understand, quantify and even monetize

E&S risks and opportunities, since future value
is at stake. There is also a possibility for banks
to allocate more capital to sustainable sectors
and more sustainable business practices.

During the past year, the pressure onto the
financial sector in the Swedish market has
increased. The Swedish government [1] and
the Swedish Financial Supervisory Authority
(Finansinspektionen)[2] have initiated a
discussion on how the Swedish financial
sector can increase transparency on how
environmental and social risks are assessed
and taken into account when granting credits.
A greater transparency would allow
customers, investors and counterparts to
better understand how their savings reflect
into corporate lending and would also allow for
comparisons between banks.

This report builds upon a KPMG/WWF
International production from 2015, where
European banks were assessed, and it
provides an overview of the current state of
environmental and social risk integration into
nine of the Nordic banks and financial
institutions. The primary focus of the survey
conducted, is commercial and investment
banking and the corporate lending side of
smaller institutions. The report also identifies
examples of good practice.

This report cannot provide all the answers to
the challenges mentioned, and it does not set
out to do so. But our hope is, that this report

will inspire boards and senior executives in the
sector to take the next step on their journey,
and that the findings in this report will improve
understanding of how this can be done
amongst client executives, credit analysts and
advisors. Our ambition is also to inform
politicians in their role as regulators and to
increase knowledge of wider civil society
around the topic of corporate lending by
banks.

Nordic banks and financial institutions have
come far in recent years, and we hope to
inspire the sector to progress further and
faster.

Helena Mueller
Sustainability Advisory Lead
KPMG Advisory Sweden

Johan Giertz

Head of Financial Risk
Management

KPMG Advisory Sweden

[1] Source: Regeringens hemsida, exempel
http://www.regeringen.se/pressmeddelanden/2016/02/per-
bolund-bjuder-in-banker-till-samtal-om-hallbar-kreditgivning/

[2] Source: Finansinspektionen (2015), "Environmental and
sustainability perspectives in credit granting to companies”
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Scope

This report complements KPMGs/WWF
Internationals European ‘Ready or Not’ report
published in 2015, and assesses how far
Nordic banks and financial institutions have
come in integrating environmental and social
(E&S) risks not only in their business
strategies, but also in risk management and
control, credit assessments and public
reporting.

This report was produced during the period of
June — October 2016 and focuses on the
areas of commercial and investment banking
(CIB hereafter) primarily on the credit process.

Nine institutions were assessed in this report:
Kommuninvest, Landshypotek Bank,
Lansforsakringar Bank, Nordea, SBAB, SEB,
Svensk Exportkredit (SEK), Svenska
Handelsbanken and Swedbank. This is similar
to the scope used by Finansinspektionen [1]
and represents the majority of corporate
lending in Sweden.

Information gathering

Data was collected mainly through desktop
research and complemented through
interviews with representatives of the banks
and financial institutions.

Desktop research looked into annual reports,

sustainability reports, pillar 3 reports, sector
guidelines and policies, position and issue
statements and credit policies among other
publicly available data on company websites.
The interviews were focused on confirming
that the assessment based on public data was
correct, but also on providing complementary
information when needed. The majority of
banks and financial institutions were positive
to the survey and regarded it as a valuable
contribution to their future development and
further integration of E&S issues in CIB
activities.

Methodology

Four main areas of CIB were examined:
strategic framework, integration into CIB
banking processes, operating model, and
reporting and disclosure. These areas have
been operationalized into 20 weighted criteria
which also were used for the original
European survey, see appendix for a list of the
criteria and weights. All criteria also have
different alternatives that represent different
levels of E&S integration. The choice of what
criteria to include and what weights to assign
to each criteria was based on discussions with
the original authors and availability of data in
the Nordics. The main results in this report are
based on how banks and institutions perform
in relation to each criteria. Furthermore, each

bank’s and financial institution’s maturity level
in relation to the different criteria was also
assessed. The maturity was evaluated on a
scale that ranges from one to five and the
same method was used consistently for all
organizations, even though we recognize they
vary in terms of size and business model.

The report is divided into two parts. Part one
provides results on each of the defined criteria
in the four main areas, best practices and
general recommendations. Part two provides
insights from a comparison of the Nordic
results and European results. In part two, only
the four Nordic universal banks are included.

Banks and financial
institutions included in the
report

Handelsbanken SBAB
Kommuninvest SEB
Landshypotek Bank SEK
Lansforsakringar Bank  Swedbank
Nordea

[1] Source: Finansinspektionen (2015), "Environmental and
sustainability perspectives in credit granting to companies”



[Ne research framework was dvided into four sections and 20
ASSeSSment Crieria

Strategic Integration in
framework commercial &
investment (CIB)
banking processes

Operating model

— Sustainability strategy — Annual risk identification — Tools for risk assessment — Disclosure of risk policies

— Unigeiem s siress — Risk Appetite Statement — Employee training — Breakdown loan portfolio
strategy

— Target setting — Risk policy framework — Portfolio level monitoring — Integration into Pillar 3

— KPlIs — e ratlpgs 5 Gz Ene — Client performance measure
transactions

L — Frequency of non- . .
— Supervision of targets quency — Risk escalation process
compliance cases

— Capital allocation — Risk oversight
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maturty model

Based on each bank’s and financial institution’s
performance on the assessed criteria, an aggregated
maturity level of E&S integration has been determined for
the respective institution. Hence, the maturity level
reflects average maturity in terms of sustainability
integration in commercial and investment banking.
KPMG's maturity level assessment model of E&S
integration in CIB is based on Harvard Business School’'s
“Five stages to organizational learning” and HBR’s “Paths
to Corporate Responsibility”.

The assessment is based on what score the bank or
institution has received on each criteria. Some criteria
have been weighted differently according to which step in
the maturity model they resonate with, all criteria and
weights are available in the appendix. Based on the
outcome of the analysis, an average maturity level is
calculated, which culminates into a position in the graph
to the right.

Even though we recognize banks and financial institutions
vary in size, business model, target market and product
offering, they have been assessed using the same
method for consistency. The intent with analyzing the
maturity level of E&S integration in commercial and
investment banking activities is not primarily to compare
organizations with each other. Rather, the ambition is to
provide an oversight of the overall maturity level in the
sector as well as provide a picture of how far each bank
and financial institution has come in their own journey.
Finally we aim to provide guidance on what the next steps
in terms of E&S integration would be. Therefore, we
advise caution in making any direct comparisons.

Value
creation

Value
erosion

What

Why

Jefensive

Complant Managerid  Stratedic

GvC

It's not our job | ‘We'll just do ‘This is part of | ‘It gives us a ‘We work with
to fix that’ as much as we | our daily competitive others to
have to’ operations’ advantage’ become part of
the solution’
Deny Adapt a policy- | Give managers ! Integrate the Promote
existence of based responsibility for | societal issue broad
unsustainable compliance | societal issues | into their core industry
business approach as a jand its solution, business participation
practices or cost of doing and integrate strategies to achieve
responsibility business responsible sustainable
for addressing business development
them practices into
daily operations
To defend To mitigate To mitigate To enhance | T0 enhance long
against attacks'  erosion of medium-term economic term economic
that could affect! economic value|  erosion of value in the | value and realizg
(short-term) | in medium-term, economic value | long run and gains and
sales, because of and achieve gain first- ~achieve
recruitment, ongoing longer term mover Innovation
productivity and | reputation and goals advantage through
the brand litigation risks over rivals partnerships ang

collective action

Source: KPMG's maturity level model based on Harvard Business School’s “Five
stages to organizational learning” and HBR’s Paths to Corporate Responsibility, 2004



JiSclaimer

This report does not provide a comprehensive
assessment of each bank and financial
institution, but rather an overview of the
current state in the Swedish financial sector.
Despite having assessed each bank and
financial institution individually, this report will
not disclose any individual information on
banks, apart from publicly available
information under “good practices”. The
objective of this survey is not to point out
frontrunners and laggards but instead to
analyze trends in the financial sector and
inspire banks and financial institutions to take
the next steps in E&S integration.

Banks and financial institutions vary widely in
their scope of work, both geographically and
by range of services offered. It is important to
keep this complexity in mind when interpreting
the results presented in this survey. Criteria
were consistently evaluated for all actors but
the interpretation of results can differ based on
the institution’s context.

Furthermore, banks and financial institutions
vary in their strategic approach, operations
and sustainability maturity level. Although
general recommendations are provided based
on the sampled data, the findings in this report
cannot be applied directly onto all the included
organizations. The ambition is that each bank
and financial institution will be able to identify
relevant parts of the report which they can
adapt to their context of business.
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Executive summary

About therepoart

The purpose of the Nordic edition of KPMG's “Ready or Not” report is to
contribute to current discussions on the direct and indirect societal impact of
the financial sector. Banks and financial institutions have the power to
support the transition to a more sustainable society by managing and
controlling environmental and social (E&S) risks in their commercial and
investment banking activities. This report presents the level of integration of
E&S aspects into the credit process of nine banks and financial institutions
with business activities in the Nordic region. Data was collected through
desktop research and interviews with senior business representatives, as
well as credit and sustainability managers over a period from June 2016 to
October 2016.

Th

(1]

report covers four key areas:

Strategic framework

Integration in commercial and investment banking processes

Operating model

B -]

Reporting and disclosure

Besides four universal banks, some other types of
financial institutions (FIs) are included:

— Credit institution for local governments
— Residential mortgage provider
— Export credit corporation

— Niche bank for financing farming and forestry

2 O criteria assessed within the four chosen areas;

for example sustainability strategy, KPI's, capital allocation,
risk appetite and risk ratings, policies & tools, training, portfolio
monitoring, disclosure of risks and Pillar 3 reporting.

organizations were researched
| . .

and their representatives were
| o Q

interviewed

i Z

4,000 SEK bn*

The total corporate lending portfolio represents an
opportunity for banks and financial institutions to impact
E&S development positively

*The total of the nine banks and financial institutions’ public or
corporate lending as stated in the Annual Report 2015

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016

© 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved.



Executive summary

KBy fiNings

Strengths

89% have sustainability strategies that are both risk
and opportunity-driven

78% have sector and/or issue specific E&S risk policy statements which
guide their credit activities

89% use specific tools to assess environmental and social risks when
granting credit, most commonly comprehensive checklists

Maturity varies with size and type of business

The Nordic banks and financial institutions have started the journey to
integrate E&S risks into their commercial and investment banking activities.
Some handle the area strategically, but the majority of institutions are on
compliance level. Business model and size play a role in how those risks are
managed.

Defensive Compliant Managerial Strategic Civic

Bank or Fl in
the survey

The maturity level of E&S integration in credit
processes can range from being defensive i.e.
“this is not our job”, to being civic, i.e. "we work to
become part of the solution.”

KPMG's maturity level model based on Harvard Business School's “Five stages to
organizational learning” and HBR's Paths to Corporate Responsibility, 2004

KPMG

Room for improvement

22% have both qualitative and quantitative
sustainability targets related to credit activities

55% have translated their sustainability strategies into KPIs at some

level, but only 11% have E&S-related KPIs that trickle down from Board-
level to middle management and onto business division-level

22% assign environmental and social risk ratings to both clients and
transactions

110/0 utilize advanced tooling (e.g. IT systems and online databases)
to assess environmental and social risks in client and transaction approval
processes

22% monitor E&S risks at
credit portfolio level

22% include environmental and

social risks in the risk appetite
statement or risk limits framework

Source: “Ready or Not — Nordic commercial and investment banking sector’, KPMG 2016

© 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved. 10



Key nign

Have opportunity driven
sustainability strategies that have a
systematic approach

33%

Have integrated both environmental
and social risks in RAS or risk limits

framework’

22%

Use advanced tooling for E&S risk

assessment

11%

Disclose complete E&S risk policies
and application

A~ 1 - ]

ON(S - @ Progressive Danking perspective

Have both qualitative and
quantitative sustainability targets

Have KPIs at sustainability
department-level, Board-level and
senior and middle management at

division-level‘

11%

Have strongly aligned the
sustainability strategy with business
strategy

33% 22%

Assign clients and transactions with
E&S ratings

! -

22%

Have E&S risk policy frameworks
for specific sectors and issues

l

22%

Monitor E&S risks in portfolio
quantitatively based on issue

exposures ‘

11%

Regularly take measures to
improve clients’ E&S performance

22%

Provide regular training for front
office employees

 _

11%

Disclose impact measures or exposure Disclose E&S risk profile / management
to sensitive sectors of whole portfolio  as a separate risk criteria in Pillar 3

\_ \_

Have partially integrated
sustainability factors into capital
allocation and budgeting processes

33%

Have mandatory E&S risk
escalation for high risk transactions

/

22%

220/ 11% 11% The results presented represent the proportion of banks and Fls that
was ranked as most progressive on the 16 criteria's shown.
Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016
© 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved. 11
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Strateg
Tamew

Sustainability strategy

Integration into business strategy
Target setting

KPIs

Capital allocation

© 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved.




SUStananiity stratedies are Dot sk and opportunity driven Ut the Tulre
NOITS Prospect for a more Systematic approach on the opportunity Side

All of the Nordic banks and Fls in the
report have sustainability strategies in
place, but they vary in depth and
character.

Figure 1 shows that 11% of the Nordic
banks and Fls have sustainability
strategies which solely aim at mitigating
risks. These strategies are mainly
focused on avoiding engagements with
companies involved in controversial
issues such as environmental
degradation or corruption.

89% of the banks and FlIs have taken
their sustainability strategy one step
further and have incorporated
opportunity driven aspects to it. This

means that they have started to pursue
business opportunities brought by their
sustainability agenda. For instance, they
provide financing to solve social and
environmental problems such as
shortage of housing and the transition to
a low-carbon economy.

However, at 56% of the banks and Fls
this is done unsystematically and driven
by pockets of expertise. Only 33% of the
Nordic banks and FIs have a systematic
approach to the opportunity driven-side
of their sustainability strategies implying
for example that their strategy is driven
at several levels in the organization.

By developing opportunity driven strategies with a more systematic and strategic
approach banks and Fls not only have the opportunity to manage the negative
impacts of banking activities but could also create value for both the organization
and society. Nordic banks and Fls could for instance capitalize on the growing
market of green and blue bonds, environmental and social pioneers and

sustainability sector leaders.

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016

KPMG

Fig. 1
Type of sustainability strategy

No clear sustainability strategy

Strategy mainly (reputational) risk driven

Both (reputational) risk and opportunity driven; opportunity side lacks
systematic approach and is limited in scope

. Both (reputational) risk and opportunity driven; opportunity side has systematic
approach but is limited in scope

© 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved.
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Nordic hanks and Fis nave Included sustainabiity in ther business
Stratedies (0 Some extent, but few have estabished quantitative fargets

Aligning the sustainability strategy with
the overall business strategy is key in
order to integrate sustainability
throughout the organization. All Nordic
banks and Fls have somewhat included
sustainability in their business strategy.
56% mention sustainability as a priority
to the business strategy, whereas 11%
mention sustainability in more general
terms (see figure 2). 33% of the banks
and Fls consider sustainability to be not
only a strategic priority but also as a
catalyst for reaching financial and non-
financial targets in the core business.

89% of the organizations have
sustainability strategies that are aligned
with the business strategies, which
signals that Boards and senior
management increasingly believe that

sustainability is material to their success.

Furthermore, 56% of the banks and FlIs
have translated their sustainability

priorities into qualitative targets for the
credit activities (see figure 3). Examples
of such targets can be to support the
shift to a low-carbon economy or to
develop new offerings that have a clear
emphasis on sustainability, such as blue
bonds.

One way to make sustainability priorities
tangible and concrete is to incorporate
guantitative targets. Such targets would
ensure that organizations act and enable
them to be transparent about how fast
they are moving towards their goals.
Only 22% of the banks and Fls have
established clear quantitative
sustainability targets for their credit
activities. One example is a target for
the volume of issued green bonds,
another example is a target for
increasing the share of clients that are
aware of sustainability requirements in
lending.

Banks and Fls can further align their sustainability strategy with the business
strategy by integrating sustainability in more aspects of their commercial
activities. Moreover, banks and Fls can make their sustainability strategy more
tangible by setting quantitative targets related to the credit activities. Banks and
Fls can set and disclose targets on issuance of green and blue bonds, proportion
of employees that have conducted E&S training, share of the lending portfolio
that is allocated to renewable energy, environmental innovations and social

entrepreneurs.

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016

KPMG

Fig. 2

Level of alignment of sustainability
strategy

O

Not aligned with business strategy

Weakly aligned with business
strategy

Aligned with business strategy

Strongly aligned with business
strategy

Fig. 3

Type of sustainability targets

. No sustainability targets

Qualitative sustainability targets

B Both qualitative and quantitative

sustainability targets

© 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved. 15



Accountapilty for sustananiity 1S mostly ownedat a nigh levet in

(Ne organization

Having sustainability-related KPIs for
credit activities is one way to spread
accountability and responsibility for
implementing sustainability strategies
and reaching goals. Even though 78% of
banks and FlIs have set qualitative
and/or quantitative sustainability targets
(see figure 3), more than one third of the
organizations have not yet formulated
sustainability-related KPIs for their credit
activities (figure 4).

At 44% of the banks and Fls, the KPIs
are owned at a high level in the
organization and the responsibility is
normally shared between sustainability
committees and the Board. This means
that senior and middle management
have no responsibility for KPIs
connected to sustainability performance.

One way to thoroughly integrate Fig. 4
sustainability in the lending process is to
hold managers on different levels
accountable for achieving sustainability
targets. Accountability and ownership,
including integration of E&S factors in
incentive schemes are elements that
contribute to create a robust E&S risk
culture and stimulate the employee
engagement.

Only 11% of the banks and FlIs have
KPIs that actually trickle down to
business division-level.

Integration of sustainability-related KPIs in
credit activities and what levels

. No KPIs formulated

KPIs at sustainability department-level and/or Board-level

KPIs at sustainability department-level, Board-level and senior management
business division-level

In order to spread accountability and responsibility across the organization the Bl KPIs at sustainability department-level, Board-level and senior and middle
actors in the Nordic financial sector could include sustainability-related KPIs in management at business division-level

performance scorecards across all levels. For instance, the group credit function

could have a KPI on the share of credit given to the renewable energy sector or

sustainable agriculture.

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016

m © 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved.
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ntegration of taw actors In capital alocation and budgetng processes 1S in
[Siniancy

Capital allocation and budgeting is the Fig. 5
set of decisions that a bank takes when it
decides how to allocate its capital.
Capital can be allocated into different
assets which represent different levels o
risk. Therefore, sustainability risks can
be taken into account in the capital
allocation process.

Level of integration of sustainability factors
into capital allocation and budgeting
f Pprocesses

33% of the banks and Fls discuss
sustainability aspects in their capital
allocation process, for instance, by
actively allocating capital in order to
promote the transition to a low carbon
economy or to promote responsible
operations throughout the supply chain
of clients (see figure 5).

67% of banks do not take sustainability
matters into account in their budgeting
and capital allocation processes.

. Sustainability factors not integrated

Sustainability factors partially integrated

Banks have the opportunity to be an agent of change, given their role in the
allocation of capital and distribution of risk in society. By taking sustainability
factors into account into the budget allocation process, by for example
determining how much of the credit portfolio should be allocated to renewable
energy, banks and Fls can shift financing towards long-term value creation for
both the organization and society.

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016

m © 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved. 17



Good practices:

SuStananiity strategy and targets

SBAB

g

Swedbank

Strategy to develop innovative product offerings
with sustainability aspects

Alignment with business strategy

“SBAB'’s objectives are based on three focus areas within sustainable
business: long-term profitability (sound finances), responsibility and
transparency as creditor and employer and to finance sustainable housing that
results in less environmental impact. SBAB’s ambition is to develop
sustainable offers in the retail banking as well as for corporate clients and
tenant-associations. In 2015 SBAB started issuing green loans with
advantageous interest rates for improvement of energy efficiency and in 2016
SBAB emitted a green bond. The green bond has a maturity of five years and
SBAB will use the new capital to finance or refinance residential properties that
meet a number of criteria on energy efficiency or that alternatively sit on some
environmental certifications.”

SBAB (2016), Green Loans Website,
https://www.sbab.se/1/foretag__bostadsrattsforeningar/lana/lan_hos_sbab/grona_lan.
html

SBAB (2016), Green Bonds Press Release,

https://www.sbab.se/1/om_sbab/investor_relations/sbab_icke_sakerstalld_upplaning/
sbab_gron_obligation.html

KPMG

“Swedbank’s business strategy consists of four major areas: full services,
customer focused offerings, low risk and cost efficiency which in turn relate to
the banks four business activities: pay, save/invest, finance and procure.
Swedbank’s sustainability strategy overarches all four business areas. The
bank explains in detail how sustainability contributes positively to each
business area and presents sustainability related indicators for each one of
them. Moreover, Swedbank is one of the only banks in the survey that reports
on indicators for E&S integration in the credit process such as: number of
business loans approved after sustainability analysis, total lending to
renewable energy and number of credit cases escalated to the Group’s Ethics
and Sustainability Council.”

Swedbank (2015), Annual Report

© 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved. 18
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Risk appetite statement (RAS)

Risk policy framework
Risk ratings to clients and transactions

© 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved.




cao [ISKINCIUSIoN N NSk appetite statement or Msk Imitiramework in s
early S1ages

Integrating sustainability risks in the risk Fig. 6
appetite statement is one way for banks
and financial institutions to recognize
non-financial risks as material to the
business and furthermore integrate them
in the overall risk management
framework.

Level of integration E&S factors in risk
appetite statement or risk limits framework

78% of the Nordic banks and financial
institutions do not include E&S risks in
the risk appetite statement or risk limits
framework (see figure 6).

One of the banks and Fls integrates
sustainability risk as an element of
business risk in the risk framework.
Furthermore, another financial institution
describes sustainability risk as a
separate risk in the risk profile statement
and describes risk appetite metrics used
to evaluate sustainability risks.

B nNotintegrated
Yes, both environmental and social risks

In order to translate policy into practice, banks and FlIs could integrate
sustainability into their overall risk management framework and even articulate
the level of E&S risks they are willing to accept.

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016

repa 20



MOST INSTItutions have Sector or/and ISSue SPECHIC E&s palicies for ther

Credit DAnking activiies

Apart from having sustainability issues
integrated in the credit policy, banks and
financial institutions have, to a varying
extent, developed separate policies or
statements for specific sectors or issues.

E&S risk policy frameworks mostly
consist of sector specific guidelines for
high risk industries such as maritime
transport and the arms and defense
industry and/or issue statements on
overarching issues such as human
rights and climate change.

44% of the Nordic banks and financial
institutions have sector or issue specific
E&S risk policies (see figure 7). The
most common sectors mentioned in the

risk policies are the arms and defense
industry and coal, where the
organizations for instance have
restrictions on what companies they
engage with.

Policies related to specific issues such
as child labor, climate change or
corruption vary in level of detail. Some
policies are more general in character
and refer to, for instance, the UN Global
Compact. Only 22% of the banks and
financial institutions have established
both their own sector policies and
detailed E&S issue specific policies.

Having E&S policies related to both specific sectors and issues can contribute to
a more robust E&S risk assessment in the credit approval process. Only having a
sector perspective could mean that cross sectorial E&S risks become excluded
from analyses. For instance, fresh water or children’s rights are issues that can
impact the risk profile of companies from several sectors.

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016

m © 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved.

Fig. 7
Type of E&S risk policy framework

M o

Single sustainability policy
B sector policies or issue statements

I sector policies and issue statements
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Hall 0f the Nordic banks and financlal INSHLUtoNS do not assign fransactions
nOr Clents with s ratings

By assigning both clients and
transactions with E&S ratings banks and
Fls can have an oversight of the E&S
risks in their loan portfolio. However,
56% of the Nordic banks and Fls do not
have an E&S risk rating for transactions
or clients in place (see figure 8).

Assessing clients is normally the first
step when approving credit and involves
making sure that the client’s business
activities are in line with the
organization’s E&S risk policies. This
activity can include assigning the client
with a particular E&S risk classification.

Managing E&S risk on transaction level
implies investigating whether specific
transactions involve E&S risks.
Transactions can also be assigned an
E&S risk rate, for instance, based on the
country where the company and/or
projects are based, the industry, or even
particular characteristics of the project.

22% of the Nordic banks and financial
institutions assess and rate either clients
or transactions based on E&S risks.
Only 22% of the financial institutions
assess and rate both clients and
transactions.

By assigning transactions and clients high, medium and low E&S risk ratings,
banks and FIs can monitor risks on portfolio level by measuring exposure to the
different E&S risk categories and potentially prevent losses. Furthermore, by
mapping clients according to their E&S performance banks and FIs can support
them in improving. Such activities would reduce E&S risks for the bank/Fl and
the client, as well as it would increase societal value creation.

Fig. 8

Assignment of E&S classifications to
clients or transaction

I No E&S rating for transactions or clients
Internal E&S rating for transactions or clients

. Internal E&S rating for both transactions and clients

Source: KPMG analysis “Ready or Not — Nordic commercial and investment banking sector”, preliminary results July 2016

KPMG

© 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved. 22



Good practices:

-ao POICIES

SEB

Detailed sector policies and position statements

“SEB discloses its position on three specific sustainability issues — climate
change, child labour and access to fresh water — in detailed issue statements
and also discloses policies for six industry sectors —arms and defense,
forestry, fossil fuels, mining and metals, renewable energy and shipping.

These statements and policies establish the fundamentals of the bank’s
sustainability strategy within lending and guides pro-active and future-oriented
dialogue on key issues with clients. The sector policies and position
statements are included in the regular business review as well as in the annual
credit review for large and medium-sized corporations since 2011.
Furthermore, sustainability risks are integrated in SEB’s risk management
framework as a part of credit risk.”

SEB (2016), Sustainable Finance Website
http://sebgroup.com/about-seb/sustainability/our-priorities/sustainable-finance

SN
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Tools for risk assessment
Employee training

Portfolio level monitoring

Client performance measurement
Risk escalation process
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100IS are generally Inpiace 10 assess Ea M5k DU Tew Danks and
FIShave I Systems and Inteligent datapases

Tools for conducting E&S risk
assessment in client and transaction
approval processes vary significantly
between basic checklists to advanced IT
systems. A checklist is the base of an
E&S risk assessment where questions
are answered often with a
positive/negative approach (yes/no)
regarding the client’s business, areas
where it and its suppliers operate, key
issues relating to for example the
principles in the UN Global Compact, the
governance model of the business etc
resulting in a fairly high level, qualitative
E&S risk assessment. 33% of the
Nordic banks and financial institutions
apply such basic tools (see figure 9).

44% of the Nordic banks and financial
institutions use intermediate E&S
screening tools. This implies that in the

credit approval process, they use
comprehensive checklists or excel
based tools that target also risks related
to specific sectors and key issues (such
as climate, water, childrens’ rights etc),
which often base on the organization's
own E&S policies.

Taking it one step further, advanced
tooling can be used for E&S risk
assessment. IT systems can screen
clients against know your customer
databases, sustainability company
profiles, country and sector analyses
and provide a thorough E&S risk
assessment. One of the Nordic banks
and Fls currently has such a system in
place.

IT systems and intelligent databases provide fast and systematic E&S risk
assessment, which enhances banks’ and FIs’ abilities to identify risks and
supports robust credit decisions by the group credit function and risk teams.
Furthermore IT systems and databases can also provide data analytics which
allow banks and Fls to gain oversight of the E&S risk exposure in their credit

portfolio.

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016

KPMG

Fig. 9

Type of tooling for E&S risk assessment in
client or transaction approval

. No E&S risk assessment process / tools in place
Basic tools (general checklists, E&S guidelines in risk assessment)
. Intermediate tools (Excel databases, comprehensive checklists)

. Advanced tooling (e.g. internal database, KYC, digital risk assessment tool)

© 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved.
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FGS traning IS provided for front office employees on ad hoc basis
QUL TegUAr raning IS rare In the Seclor

Raising awareness and providing Fig. 10
training on E&S risk management at all )
levels in the organization, including front  L€Vel of E&S capacity and knowledge
office, is important when integrating E&S among front office employees

risks in credit processes. Front office
employees meet the clients and are
normally responsible for the initial risk
assessment, hence, it is important that
they have E&S risk knowledge, not only
to do the assessment but also to be able
to discuss the risks and opportunities
with the client. However, 56% of the
Nordic banks and financial institutions do
not provide E&S risk training for front
office employees (see figure 10).

33% of banks and Fls provide ad hoc
training for front office employees, for
example, when the sustainability policy is
updated or when new tools are
introduced. Only 11% of the banks and
Fls give regular training on E&S risks to
their front office employees.

No training for front office employees

Ad hoc training for front office employees

Regular training for front office employees

. Regular face to face training for front
office employees

E-learning and videos are two options to raise awareness of E&S risks among
front office employees. They are low-cost options but may not be the most
effective ways to engage employees and enhance their E&S knowledge. Instead,
regular face-to-face training such as workshops, dilemma discussions etc can be
a more effective approach to build a solid E&S risk culture in the organization.

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016
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-eW Tinancial Institutions monitor eas MiskS I the credit partiolo

On client and transaction level, most Fig. 11
banks and financial institutions manage
E&S risk in some aspects. However,
78% of the Nordic banks and financial
institutions do not monitor E&S risk
systematically on portfolio level (see
figure 11).

Monitoring E&S risks at credit portfolio level

Monitoring E&S risk at portfolio level,
and not only on client or transaction
level, is important in order to manage
cross-sectorial risks and to avoid
concentration of risk exposure to certain
E&S issues. 22% of the banks and Fls
do measure specific issue exposures of
their loan portfolio where one example is
exposure to risk in the energy sector.

No
Based on E&S rating

. Based on specific issue exposures
(qualitatively)

[ Based on Carbon and or water impact
analysis or other quantitative measure

Monitoring E&S risk in credit portfolios can be important if an organization wants
to mitigate the environmental and social risk exposure of current loan portfolios.
Even if a thorough E&S analysis has been conducted on client and transaction
level, risk exposure can change over time and across sectors, why monitoring
the portfolio on a regular basis is a proactive way to follow-up on these risks.

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016

m © 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved. 27



Measures are being [aken [0 Improve Clients tas Performance,
putnotonareguiar pasis

One approach towards mitigating E&S
risk exposure in the credit portfolio is to
follow-up on the E&S performance of
existing clients and take measures to
improve their performance. Most banks
and Fls generally regard their client and
transaction approval process as the key
point of leverage to influence the E&S
performance of clients.

67% of Nordic banks and financial
institutions take E&S measures
incidentally on a case-by-case basis to
reduce the E&S risk exposure of their
credit portfolios by improving clients’

sustainability performance (see figure
12). In the case of one bank, when a
client does not comply to the banks’
E&S policies, the client is required to
rectify or otherwise the loan might be
rejected.

Only 22% of the Nordic banks and Fls,
regularly follow-up their clients’ E&S
performance and take measures in order
to improve it, also after the approval
process. These organizations follow up
loans at least once per year. Among
other criterion, the follow-up includes
reviewing sustainability risks.

Influencing clients’ E&S performance should not only be done during the credit
approval process. By regularly taking E&S measures, banks and Fls are in a
great position to continuously improve the E&S performance of clients. That
would reduce E&S risks for the bank or FI and client, as well as increase societal

value creation over time.

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016

KPMG

Fig. 12

Measures taken to improve the E&S
performance of existing clients

[ No measures being taken
Measures taken incidentally on a case-by-case basis
. Measures taken regularly
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63 11sk escalation processes are i place, DUt they are not systemalic

Another approach towards mitigating Fig. 13
E&S risk exposure is to have a robust
escalation process. If E&S risks are
identified by front office employees in the
credit approval process, such cases may
be escalated to E&S risk experts and/or
centralized risk functions for a more
thorough analysis. Nevertheless, 11% of
the Nordic banks and financial
institutions do not have a E&S risk
escalation processes in place and in
67% of the institutions, the decision to
escalate is voluntary (see figure 15).

Type of E&S risk escalation process

A

22% of the organizations have a
systematic approach where transactions
regarded to have particular high E&S risk
have mandatory escalation to an E&S
risk expert. For instance, for one of the
institutions, escalation to an E&S risk [ No triggers applied
expert is mandatory if the transaction

relates to a high risk country, . . .
counterparty or business sector. . Mandatory escalation to an E&S risk expert for high

risk transactions in sensitive sectors / areas only
[ Mandatory escalation to an E&S risk expert for all
transactions in sensitive sectors / areas only

Voluntary escalation to an E&S risk expert

Mandatory escalation processes can be advantageous for high risk transactions
in sensitive sectors. By involving E&S experts in the credit assessment, the
decision can have a more robust foundation. Moreover, mandatory escalation
provides E&S experts and centralized risk functions with an oversight of the
organization’s risk exposure.

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016

m © 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved. 29



Good practices:

£ ASSESSMENT [00IS

Nordea

-

Svensk Exportkredit (SEK)

Comprehensive ESG assessment

Advanced tools for credit analysis and climate
stress tests

“Nordea has two tools to assess environmental, social and governance risks in
lending: the environmental risk assessment tool (ERAT) and the social and
political risk assessment tool (SPRAT). These tools are an integrated part of
Nordea’s regular credit process and usage is mandatory for all corporate credit
above a certain threshold. The tools are used in parallel, but the approach
taken depends on which customer Nordea is assessing.

The ERAT is composed of two comprehensive checklists: the “Risk industry
assessment checklist”, which assesses the environmental risk in the industry
the company operates in, and the “Environmental risk checklist”, which
assesses risks specific to the customer’s business. The overall findings of the
ERAT process result in a total environmental risk profile.

SPRAT is a three-step process. First, a country risk profile is produced for the
country in which the customer or project is located. Then, depending on the
country risk, an industry risk is established. When these two findings are
combined and compared, this determines if further actions should be taken in
a third phase. In the end, an overall social and political risk profile is created.”

Nordea (2015), Sustainability Report
Nordea (2009), Corporate Social Responsibility Report
Nordea (2007), UN Global Compact Communication on Progress

KPMG

“To analyze credit risks, SEK has an IT system which integrates both know-
your-customer (KYC) and corporate social responsibility databases. SEK’s
credit analysis is done through three pillars: know-your-customer (e.g.
ownership, structure, sanction lists, origin of the assets), credit risk (e.g.
country risk, industry risk, operational risk) and sustainability risks (e.g.
corruptions risks, human rights abuses, tax transparency). Furthermore, credit
analysts conduct a yearly follow-up which takes into account all of these pillars
and SEK conducts stress tests on their entire credit portfolio. The test
examines how climate related risks and different scenarios would affect the
capital situation in the portfolio.”

SEK (2015), Annual Report and Interview

© 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved. 30
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Disclosure of risk policies

Breakdown loan portfolio
Integration into Pillar 3
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[ransparency of cas NSk palcies related 1o the Credit process IS Imited

Relevant information about banks’ and
financial institutions’ risk exposures,
measures and management should be
disclosed to stakeholders in order for
them to assess long-term profitability
and soundness. Since E&S factors can
impact risk profile and reputation, banks
and financial institutions should disclose
relevant information about their E&S
risks and E&S risk management.

One aspect of this is the extent to which
organizations make public their E&S risk

policies and the application of these.
Nevertheless, 22% of the Nordic banks
and financial institutions do not disclose
E&S risk policies at all and 44% of the
institutions only publish summaries of
the policies (see figure 14).

33% of the financial institutions provide
stakeholders with a complete overview
of their E&S risk policies and 22% also
disclose information on how these E&S
risk policies are applied.

E&S risk policies should be disclosed in order for stakeholders, such as financial
investors and clients, to be able to assess the organization’s position towards
environmental and social risks. Not only is it important to describe the risk
policies in detail, but also to disclose how these policies translate into practice.
This could for instance imply descriptions of actions taken when clients do not

comply to E&S policies.

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016

m © 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved.

Fig. 14

Level of disclosure E&S risk policies

[ No disclosure
Summary policies only
Complete E&S risk policies

Complete E&S risk policies and
detailed information on application
of policies

32



MoStDanks disclose therr ioan portiolo, but further details apout exposure

[0 Sensitive Sectors could be added

Another aspect of providing information Fig. 15
about E&S risks and management is to
disclose breakdowns of the loan -
portfolio. This would enable stakeholders Portfolio
to get an oversight of the E&S risks of
loan portfolios.

Level of disclosure breakdown loan

All the Nordic banks and financial
institutions disclose breakdowns of their
loan portfolio, for instance by sector or
region. The reason for the high level of
disclosure in the Nordic countries is that
Swedish banks have regulatory
obligations to disclose such information.

One of the banks goes beyond
breakdowns by sector or region and
disclose more specific E&S-related
breakdowns. This bank also provides a
breakdown of its energy related credit
portfolio and discusses related risks (see
figure 15).

[ No disclosure

Disclosure breakdown whole portfolio

. Disclosure breakdown whole portfolio, including
impact measures (e.g. CO2 footprint) or exposure
to sensitive sectors

Disclosing the loan portfolio’s exposure to E&S sensitive sectors or its impact on
the environment in terms of for instance CO2 footprint allows stakeholders to
assess the organization’s soundness and long-term profitability.

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016

m © 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved. 33



Fas 1actors canbe further INtegrated Ito Pliar 3 reporting

Disclosing information about E&S risk
profile and management in the Pillar 3
report is another way to help
stakeholders create a better
understanding of the organization’s
overall risk profile. The Pillar 3 report is
a sector standard that conveys
information about banks’ risks, risk
measurements and risk management.
Including E&S risks in the Pillar 3 report
places E&S risks on equal terms with
other risk types and facilitates
comparability.

56% of the Nordic banks and financial Fig. 16
institutions do not use the Pillar 3 reports
to disclose their E&S risk profile or
management. 33% of the institutions do
include E&S risk in the Pillar 3, but only
as part of the credit risk section.

Level of disclosure E&S risk profile and
management in Pillar 3 report

Only 11% of the institutions do include
E&S risk profile or risk management as
a separate risk category in the Pillar 3
report (see figure 16).

B No disclosure

Disclosure on E&S risk profile /
management as part of credit risk

. Disclosure on E&S risk profile /
management as a separate risk criteria

By publishing their E&S risk profile and management in the Pillar 3 report, banks
and financial institutions can communicate their E&S risk framework to
customers, investors and stakeholders. Furthermore, by including sustainability
related risks as a separate risk category, they place E&S risks on equal terms
with other risk types which facilitates comparability.

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016

m © 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved.
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REDONING and disciosure

SEB Svensk Exportkredit (SEK)

Energy portfolio Risk Profile for Sustainability Risks

“SEB discloses an issue statement affirming that the bank will not enter into “SEK describes sustainability risk as a separate risk category in its risk profile
new business relations with companies with major businesses in coal mining, statement. It is defined as directly or indirectly, negatively affecting

nor provide finance for new coal power plants, unless the financing relates to externalities within the areas of money laundering, environmental

shifting technology that substantially reduces greenhouse gas emissions. In considerations, anticorruption, human rights, labor conditions or business
line with this position statement, SEB’s energy related credit portfolio is ethics. Moreover SEK presents two risk appetite metrics: SEK measures
disclosed in order to let customers and investors follow its gradual shift lending in accordance with international guidelines and monitors executed
towards renewables and away from fossil fuels. The portfolio, which is lending transactions.”

monitored on a regular basis from both a business and risk perspective,
represents about 6 per cent of the total credit portfolio, or about SEK 130 (125)
billion. *

SEB (2015), Sustainability Report
SEB (2016), Sustainable Finance Website
http://sebgroup.com/about-seb/sustainability/our-priorities/sustainable-finance

Source: SEK (2015), Pillar 3 Report

m © 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved. 35
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Including results from the four largest banks based in the Nordics
(Handelsbanken, Nordea, SEB, Swedbank) and all of the banks
included in the European survey
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Comparing Nordic and European results

Sustainability strategy
Targets
KPIs
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Comparing the result from the four Nordic universal banks with the European result

NOrlic banks have Somewnat more opportunity driven suStainaniity
Slratedies, however systemalic approaches are rare among all Danks

Fig. 17 Nordic banks Eu ropean banks 75_% of the u_nive_r_sal Nordic_ banks have risk and opportunity
N driven sustainability strategies, and the corresponding

Type of sustainability percentage for the European based banks is 58%. However,

strategy these sustainability strategies lack systematic approaches

and are rather limited in scope on the opportunity-side. That
means, for instance, that sustainability-related activities are
not carried out on all levels in the organization, but rather
that specific E&S experts work with these questions. It also
means that the opportunities seized are limited in scope to a
few E&S issues, such as renewable energy. Among both
the Nordic and European based banks, 25% have
opportunity driven sustainability strategies that also have a
systematic approach.

By developing strategies to systematically provide financing
structures aimed at solving various environmental and social
challenges, banks can create value for both the organization
and society at large. Banks can, for instance, provide
advantageous financing solutions to sustainable agriculture,
No clear sustainability strategy clean energy production and value-creating activities related
to fresh water.

Strategy mainly (reputational) risk driven

Both (reputational) risk and opportunity driven; opportunity side lacks
systematic approach and is limited in scope

. Both (reputational) risk and opportunity driven; opportunity side has systematic
approach but is limited in scope

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016 and “Ready or Not — An assessment of sustainability integration in the European banking sector

m © 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved. 38



Comparing the result from the four Nordic universal banks with the European result

SOtNNOrdIC and eUropean based Danks have qualtative sustananiity

[argets, but measurable [argets are lacking

Fig. 18

Type of sustainability
targets

Nordic banks

B No sustainability targets
Qualitative sustainability targets

. Both qualitative and quantitative
sustainability targets

European banks

All four Nordic banks and 92% of the European based
banks have qualitative sustainability targets in place.
Targets are a fundamental piece of a credible sustainability
strategy. One typical qualitative E&S target is to develop
new lending offers that include sustainability aspects or to
increase financing of renewable energy.

Quantitative E&S targets allow the bank to measure its
progress more clearly and can make one’s sustainability
strategy and commitments more concrete. Nevertheless,
only 8% of the European based banks have both qualitative
and quantitative sustainability targets related to their
commercial banking activities, whereas none of the Nordic
banks have.

Quantitative targets could, for instance, be related to the
sustainability of the loan portfolio. Banks could have targets
on the proportion of loans given to companies that have
clear sustainability strategies or are active in particularly
impactful sectors. Banks can also have quantitative targets
related to, for instance, the percentage of employees that
have conducted E&S risk training.

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016 and “Ready or Not — An assessment of sustainability integration in the European banking sector

KPMG
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Comparing the result from the four Nordic universal banks with the European result

(IS More common among European Danks [0 nave tas-elated KPS for
(herr credit activiies, but all Danks could delegaie KPS tomore IBvels

Fig. 19 Nordic banks Euro pean banks 92% of the European b_an_ks have formulated E&S-rglated
. KPIs for their credit activities, but on different levels in the

Integration of organization. In comparison, only half of the largest Nordic

sustainability-related banks have incorporated E&S-related KPIs.

Furthermore, KPIs that are incorporated not only on board-
level but also on business division-level can help spread
responsibility for strategy execution within the organization.
Incorporating E&S related KPIs on more levels in the bank
is therefore one way to anchor the sustainability strategy
throughout the organization.

KPIs in credit

activities and what Similar to having clear targets, having KPIs is important in

levels order to monitor strategy execution and to measure results.
Although all Nordic banks and almost all European banks
have sustainability strategies, KPIs related to sustainability
are not formulated to the same extent.

[ No KPIs formulated
KPIs at sustainability department-level and/or Board-level

. KPlIs at sustainability department-level, Board-level and
senior management at business division-level

KPIs at sustainability department-level, Board-level and
senior and middle management at business division-level

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016 and “Ready or Not — An assessment of sustainability integration in the European banking sector

m © 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved. 40
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Comparing the result from the four Nordic universal banks with the European result

INe Nordic banks have more detaled Eas 1isk polcy frameworks than the
FUropean based banks

Fig. 20

Type E&S risk policy
framework

Nordic banks

M no

Single sustainability policy
B sector policies or issue statements

. Sector policies and issue statements

European banks

All of the European banks and the universal Nordic banks
have moved away from having one single sustainability
policy to having more detailed E&S policy frameworks for
their credit activities. 50% of the Nordic banks and 75% of
the European banks have either E&S policies related to
specific sectors or issues. Most commonly, the banks have
sector guidelines for sensitive industries such as the coal or
arms industry.

Moreover, 50% of the Nordic banks and 25% of the
European banks both have sector policies and policies for
specific E&S issues. These can include position statements
on issues such as climate change and abuse of human
rights.

Having both sector and issue statements can be useful for
both internal and external matters. Policies guide employees
when doing risk assessments of clients and transactions,
hence having detailed policies is one way to manage and
mitigate E&S risk exposure. From an external point of view,
policies indicate to stakeholders what E&S positions the
bank holds.

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016 and “Ready or Not — An assessment of sustainability integration in the European banking sector

m © 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved. 42



Comparing the result from the four Nordic universal banks with the European result

LIS more usuadl among the turopean Danks [0 assion clients and
ransactions With Eas ratings

Fig. 21

Assignment of E&S
classifications to
clients or transaction

Nordic banks

I No E&S rating for transactions or clients

Internal E&S rating for transactions or clients

I internal E&S rating for both transactions and clients

European banks

In the current state, 50% of the universal Nordic banks do
not assign clients or transactions with E&S ratings. By
comparison, all of the European banks do. Furthermore,
only 25% of the Nordic banks assign E&S rating to both
clients and transactions while 58% of the European based
banks do.

E&S risk ratings in client or transaction approval processes
might contribute to more thorough assessment if the credit
decision not only implies an approval or rejection, but also a
rating.

Furthermore, E&S ratings may enable portfolio level risk
management as banks more easily can monitor their
exposure to different E&S risk categories based on the
different rankings.

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016 and “Ready or Not — An assessment of sustainability integration in the European banking sector

m © 2016 KPMG AB, a Swedish limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved. 43
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Comparing the result from the four Nordic universal banks with the European result

[Ne Nordic and eUropean based Panks could monitor tas NskS In ther oan
DOrtiolos to anigner extent

Fig. 22

Monitoring E&S risks
at credit portfolio level

Nordic banks

No
Based on E&S rating

Based on specific issue exposures
(qualitatively)

Based on Carbon and or water impact analysis
or other quantitative measure

European banks

Only one of the Nordic banks and two of the European
banks monitor E&S risks on portfolio level. The three banks
that do so have a qualitative assessment based on the
exposure to sensitive issues such as carbon intensive
industries or map clients according to E&S performance and
proactively provide financing to those clients that make a
positive contribution to climate change. None of the banks
measure risks based on quantitative measures such as
indirect CO2 emissions or water consumption in the
portfolio.

Even if thorough E&S assessments are conducted on client
and transaction level, risk exposure can change over time.
Besides, cross-sector issues will represent different
exposure on portfolio level than on individual client or
transaction level. Monitoring the loan portfolio on a regular
basis allows the bank to manage exposure to issue related
risks (e.g. water scarcity, climate change) and proactively
engage clients in sensitive sectors to reduce risk on a
portfolio level.

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016 and “Ready or Not — An assessment of sustainability integration in the European banking sector
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Comparing the result from the four Nordic universal banks with the European result

[Ne EUropean banks take measures Lo Improve CIeNts Eas performance
More regularty, however thisIs an area of Improvement 1or most Danks

Fig. 23 Nordic banks Euro pean banks All b_anks _take measures to improve the E&S penjormance
of clients in case of non-compliance to the banks’ E&S
Measures taken to

olicies during the approval process.
improve the E&S p g pp p

performance of
existing clients

Yet, only 17% of the European banks and none of the banks
in the Nordics do so on a regular basis after the approval
process.

By regularly monitoring and actively engaging with clients,
banks can monitor and mitigate their E&S risk exposure and
challenge clients to improve on E&S indicators.

[ No measures being taken
Measures taken incidentally on a case-by-case basis
B Measures taken regularly

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016 and “Ready or Not — An assessment of sustainability integration in the European banking sector
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Comparing the result from the four Nordic universal banks with the European result

NOrlc banks disclose therr Eas polcies 10 a higher extent than |
(e ELropean based Danks, but most banks could provide more detais

Fig. 24

Level of disclosure
E&S risk policies

Nordic banks

e o

No disclosure
Summary policies only
Complete E&S risk policies

Complete E&S risk policies and detailed information
on application of policies

European banks

All four Nordic banks make their sustainability policies
publicly available to some extent, while two of the European
banks do not disclose their E&S policies.

On the other hand, 50% of both the European and Nordic
banks disclose detailed E&S risk policies which include
sector guidelines (e.g. maritime transport, coal, arms and
defense) and position statements on several issues (e.g.
climate change, child labor).

Finally, only 25% of both the European and Nordic banks
also describe how they apply their E&S policies in detalil, for
example by describing how they report non-compliance to
other authorities, how they escalate E&S issues within the
organization and what companies have been excluded from
the client pool.

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016 and “Ready or Not — An assessment of sustainability integration in the European banking sector

KPMG
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Comparing the result from the four Nordic universal banks with the European result

S more common among the Nardlc banks to integrate F&S factars in the
Pllar 3 report, but expicit dsclosure of sustanabilty Tisks is lacking for most

Fig. 25

Level of disclosure
E&S risk profile and
management in Pillar
3 report

Nordic banks

[

B No disclosure

Disclosure on E&S risk profile /

management as part of credit risk

B Disclosure on E&S risk profile /

management as a separate risk criteria

European banks

The Pillar 3 report is an international sector standard that
conveys information about banks’ risks, risk measurements
and risk management. Including sustainability risks in the
Pillar 3 report is one way for the banks to communicate
externally that they integrate E&S risks in their usual risk
management process. Three of the four universal Nordic
banks disclose information about E&S risk management in
their Pillar 3 report and only two out of twelve European
banks do the same.

Most commonly sustainability risks are described under
credit risk or as a reputational risk associated with the
business risk, and not as an independent risk category.
Categorizing sustainability risk as a separate risk category
in the bank’s risk profile can enhance the credibility of the
bank’s sustainability strategy as it puts non-financial risks in
equal terms with financial risk and allows for comparison.

Source: “Ready or Not — Nordic commercial and investment banking sector”, KPMG 2016 and “Ready or Not — An assessment of sustainability integration in the European banking sector
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Type of sustainability strategy (reputational based vs opportunity based)

Level of alignment of the sustainability strategy with the business strategy

Type of sustainability targets

Integration of sustainability-related KPIs and at what levels

Supervision of sustainability targets

Level of integration of sustainability factors into capital allocation and budgeting processes

2. Integration into commercial and investment banking process

Level of integration of E&S factors in bank-wide (annual) risk identification and assessment process

Level of integration of E&S factors in Risk Appetite Statement or risk limits framework

Type of E&S risk policy framework

Assignment of E&S classification to clients / transactions and integration in credit process

Frequency of non-compliance cases as result of E&S assessmentin clients / transaction approval process
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3. Operating model

Type of governance structure of the E&S risk identification process

Type of tooling for E&S risk assessment in client / transactions approval process

Monitoring E&S risks at portfolio level

Measures taken to improve the E&S performance of existing clients in the portfolio

Type of E&S escalation processes

Responsibility for oversight of E&S risk

4. Reporting and disclosure

Level of disclosure of E&S risk policies

Level of disclosure of the breakdown of the loan portfolio

Level of disclosure of E&S risk profile and management in Pillar 3 report
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