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1. Introduction

2. Banks transition plans
Banks are in early stages of transition planning

3. Scenarios and target setting
Need to justify choice of benchmark scenario and target setting methodology

4. Supervisory role
Supervisor should assess credibility of transition plans
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INTRODUCTION

« Transition plan: Setting targets and defining actions
« CSRD, CSDDD

« CRD prudential transition plan and EBA guidelines
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TRANSITION PLANS FOR DIFFERENT

PURPOSES

Table 1 Categories of transition plan use cases

Focus of today

Actor requiring Government Corporate Financial Regulator

transition plans

Regulatory Climate outcomes N/A Market conduct / Financial Stability Safety and Soundness

objective (e.g., Paris Agreement) consumer protect on of financial institutions
What s the primary  Achieve national Inform shareholders  Provide transparency  Effective management Effective management
objective of the climate outcomes and investors of a to market actors of aggregate climate-  of climate-related

transition plan? through corporate corporate’s strategy

e.g, maintain mat <et

related financial risks

financial risks

action in response to integrity, prevent (externalities and (institution level)
climate changeand  financial miscondfict  systemic
transition and/or greenwasliing  vulnerabilities)
What is the primary  Disclosure of Disclosure of Disclosure of stratlagy Aggregate reporton  Report to micro-
tool to achieve that  strategy to meet strategy to meet to meet climate the potential build-up  prudential authority
purpose? climate targets climate targets targets of climate-related risks  on how the institution

in the financial system

will manage climate
related risks associated

with corporate
strategy
Whois the primary  Public Shareholders and Market participans, Macro-prudential Micro-prudential
audience? investors consumers authorities authorities
Is the information  Yes Yes Yes Jurisdiction-specific Jurisdiction-specific

publicly available?

decision to determine
whether it needs to
make the information
public to meet
regulatory objectives

decision to determine
whether it needs to
make the information
public to meet
regulatory objectives

More Strategy Focused
Broader scope in content and application
Publicly available disclosure
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More Risk Management Focused
Narrower scope in content and application
Not necessarily publicly disclosed

Source: NGFS
2023
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https://www.ngfs.net/sites/default/files/stocktake_on_financial_institutions_transition_plans.pdf

DOUBLE MATERIALITY APPROACH TO
PRUDENTIAL TRANSITION PLANS

Outside-in:
Financial materialiy

A Systemic m
\ (endogenous) risks m

* An orderly transition is the best outcome for —

financial stability Inside-out:
Impact materialiy

« Alignment assessment is a method for
guantifying transition risks

» Provides opportunity to deal with physical
systemic risks (endogenous)

$
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STATUS OF BANKS TRANSITION PLANS ()
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However, there are notable regional differences.

@ Banks remain largely not aligned with the goals of the Paris Agreement

Average score of banks on the Net Zero Banking Assessment Framework (NZBAF)

China US super JUS Us Canada jJapan
regional Jcustodian§global

15% 2% 4% 9% 15% 19%

Source: Transition Pathway Initiative
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https://transitionpathwayinitiative.org/publications/2024-state-of-transition-in-the-banking-sector-report-2024

STATUS OF BANKS TRANSITION PLANS

Banks worldwide have issued $7 trillion in
loans to fossil-fuel companies since the
Paris Agreement

Banking on Climate Chaos l;(l'l,.‘i'l( ()Ros

CLIMAIT

FOSSIL FUEL FINANCE REPORT 2024
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https://www.bankingonclimatechaos.org/?bank=JPMorgan%20Chase#fulldata-panel

STATUS OF BANKS TRANSITION PLANS ()
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Figure 2 Banks’ proportions of loans and underwriting by energy source (2016—2023,
forecast 2024—2030)
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Source: Financiéle sector: meer dan 80% van investeringen in energiesector nog altijd naar fossiel |
www.eerliikegeldwijzer.nl
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https://eerlijkegeldwijzer.nl/nieuws/2024/financiele-sector-meer-dan-80-van-investeringen-in-energiesector-nog-altijd-naar-fossiel/

STATUS OF BANKS TRANSITION PLANS

“The euro area banking sector shows substantial misalignment and may
therefore be subject to increased transition risks, and around 70% of banks are
also subject to elevated reputational and litigation risk.” - ECB 2024

“Our analyses shows that the action plans vary widely in terms of content and
design, which complicates their comparability” - DNB, 2024
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https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.bankingsectoralignmentreport202401~49c6513e71.en.pdf
https://www.dnb.nl/media/lnxpjn3e/dnb-analysis-of-financial-institutions-climate-action-plans-1.pdf
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CLIMATE SCENARIOS (9)
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NGFS suite of models approach

Country-level pathways

Downscaling
methodology

Transition Transition pathways
isk Integrated Assessment
ris Models

Modelling global warming, and our society’s
reaction to it, to assess physical and
transition risks under a range of possible
) ] Temperature 1.5°C,2°C,3°C +
future scenarios is hugely complex alignment o
. . Macro-financial
- The Emperors new climate scenarios impacts

Macroeconomic
Model (NIGEM)

Energy and emission
related variables

Chronic climateimpacts @NEW Country productivity damages
New damage function ¢

Physical
risk

Acute climate impacts o
Channels of transmission

Natural Catastrophe
Models
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https://actuaries.org.uk/media/qeydewmk/the-emperor-s-new-climate-scenarios.pdf

CLIMATE SCENARIOS (9)

SUSTAINABLE
FINANCE

NGFS scenarios framework in PhaseV LB

Disorderly Too little, too late

High

Fragmented

. ] Delayed World
Use of scenarios: Transition

« Set targets in transition plans
(benchmark scenario)

» Test the resilience of banks to climate
transition or physical risks

Transition risks

Low Current
Demand Policies
> Source:
E Orderly Hot house world NGFS
& >
Low Physical risks High
iy . . Positioning of scenarios is approximate, based on an assessment of physical and transition 13
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risks out to 2100.


https://www.ngfs.net/sites/default/files/medias/documents/ngfs_scenarios_main_presentation.pdf

CLIMATE SCENARIOS (9)
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Global Yearly CO, Emissions Shadow Carbon Price
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= Delayed Transition == Fragmented World == Current Policies == NDCs == Net Zero 2050 == Below 2 °C == Low Demand
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TARGET SETTING (9)
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Target setting:
« Combination of benchmark scenario, target metric and alignment
methodology

« Sensitive to the choice and characteristics of such methodologies and
scenarios

» Need for a common language between climate policy makers, climate scenario

providers, climate-related assessment methodology providers and financial
market stakeholders
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BENCHMARK SCENARIOS

« Transition scenarios model different climate policy choices e.g. in energy use,
land use and GHG emissions

» Modelling of different sectors

* |EA NZE scenario mostly used and recommended by EBA
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BENCHMARK SCENARIOS

Outcomes are sensitive to the underlying assumptions and models:

Net Zero 2050
REMIND-MAgPIE GCAM MESSAGEix-GLOBIOM
Sk o Sk Sk
04 0 _.\ o<
T T 1 T T 1 T T 1
2020 2030 2040 2050 2020 2030 2040 2050 2020 2030 2040 2050
CO: emissions in Mt CO: per year CO: emissions in Mt CO: per year C0:z emissions in Mt CO: per year

NGFES Scenarios Portal
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https://www.ngfs.net/ngfs-scenarios-portal/explore

BENCHMARK SCENARIOS -
GEOGRAPHICAL GRANULARITY
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Figure 4.4. Geographically granular GHG emissions pathways for China, France, South Africa, US
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~~ JRC GECO 1.5°C ==~ NGFSDIVNZE == NGFS Delayed Transition

Note: Emissions pathways cover all GHGs from all sources depending on the scenario coverage detailed in Table 3.2.
Source: Authors' analysis based on publicly available information of and bilateral consultations with scenario providers.

Source: OECD, 2023
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https://www.oecd-ilibrary.org/docserver/bcd25b82-en.pdf?expires=1731069084&id=id&accname=guest&checksum=C44FE96A509BED59E0F3E4A871A7587F
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Considerations

« Alignment with Paris: overshoot risks or outdated scenarios

 Coverage of GHG emissions and emissions sources

« Sector and geographical granularity

« Socioeconomic, technological and political assumptions

« Mitigating strategies e.g. reliance on carbon dioxide removal or limited demand side
reductions

» Use of scenarios: mix and benchmark year
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BENCHMARK SCENARIOS (9)
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Conclusions:

* Need for justification of methodology

« Understanding and disclosure of underlying assumptions and limitations
« Knowledge on real economy transition

« Sensitivity analysis on different scenarios

* Relying on more than one scenario
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TARGET METRICS

Decarbonisation target metrics

2%

Absolute emissions
Alignment score

Economic emissions intensity
Exposure

Exposure at default
Financing

Other

Physical emissions intensity

lechnology mix

lermperature rise

Source: ShareAction analysis of the climate targets published by the 20 largest listed European banks
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Absolute metrics:
the total amount of GHG emissions
emitted over a specific period

Intensity metrics: the amount of

greenhouse gas emissions per unit
of some activity or output.
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SUPERVISORY PROCESS UNDER
DISCUSSION

“(...) As a result, validating a financial institution’s climate objectives and related
target setting activities, such as setting GHG emission reduction targets, is
generally outside micro-prudential mandates.”

“That said, the NGFS recognizes the need to discuss the relevance of climate-
related target setting to the micro prudential perspective.”

NGFS, 2024
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https://www.ngfs.net/sites/default/files/media/2024/04/17/ngfs_credible_transition_plans.pdf

SUPERVISORY ROLES (9)
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Maturity in supervisory roles

Assess climate risks: Assessing climate risks practices without  Financial materiality
considering transition plans Micro perspective

Using protentional of transition plans o ) ) . . o
for risk management supervision Use transition plans to assess risk management: Assessing Financial materiality
actions with respect to risk management: e.g. governance, Micro perspective

engagement, actions

Acknowledging

systemic/endogenous risks Assess risk management + require targets: Requiring banks Double materiality
to set decarbonisation targets and to use them for risk Micro perspective

Acknowledging complexity of the management, but not to validate

methods and the limitations to

'AYAYAYA

quantification Assess credibility: Requiring banks to set decarbonisation Double materiality
targets and to validate targets and actions Micro perspective
Acknowledging coordination problem and
the need for orderly transition (for financial
stability) Steering: Validate transition plan on credibility and ‘punish’ for Double materiality
misalignment Macro perspective
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CONCLUSION (9)
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Conclusion
» Banks are in the early stages of transition planning and not on track to meet

Paris goals
» Target setting comes with complexities

For banks

* Improve the plans and substantiate methodological choices

» Accept that methodologies are not perfect and define actions to reduce
emissions as soon as possible

For supervisors
» Build capacity and assess the credibility of both targets and actions
« Consider additional measures to speed up the transition
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