Embedding Climate & Environmental Risk drivers into the
business model: at what stage is the journey for Banks?
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A short "history" of Climate & Environmental risk and opportunities
We started in 2019, today we are supporting more than 30 Banks in EU (and outside EU)

Heterogeneous feedbacks was given. The ECB marked the
need of C&E factors inclusion in Business Strategy and
Materiality Assessment
Nature Related Risks have begun to be discussed

Progressive disclosure of “market
sensitive" indicators (e.g. GAR) and
sending BES / MA and ICAAP to the

Regulator after shortcomings

Banks begin a journey of building ESG framework,
focusing on Climate Risk
(Transition Risk at the portfolio level)

Feedbacks and shortcomings on ECB letters: addressing
key feedbacks and start

working on IFRS9

Action plans on ECB "Guide on

action plans and disclosure: a quick
C&E risks inclusion is needed

climate-related and
environmental risks"

A

2022

2021

~~
/ For the first time
banks face problems
with C&E data
collection (e.g.
GHG emissions,
EPC, etc.) and
single name
measurement of

ECB Climate

Stress Test 2022

Leading SSM
Banks join
NZBA/ SBTi

2023

/
"commitment" and, Iater,\

disclosing de-
carbonization targets,
initially Banks focused on
Carbon Footprints
without defining a strong
connection to Business

4 )

CRR3 and CRD6 +
EBA Guidelines on
the management
of ESG risks

net-zero -
?ankingalliance Sl SCIENGE
Qi Strategy and Lending

" processes / \ j

Facing last activities for addressing Letters / OSI findings on MA, BES and IFRS9 enhancement represents today the
key challenge for SSM Banks across Europe on C&E risks. CRD6 and EBA Guide the next ones

\ Transition Risk
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Transition plans’ challenges and opportunities: the relevance of
customized climate scenarios

Challenges...

« Conduct C&E risk analysis over medium to long term horizons, including dynamic balance sheet simulations

« Develop a flexible and comprehensive approach to address the multiple and heterogeneous C&E risk transmission
channels

« Use models that estimate C&E risks at a higher level of granularity, avoiding sector-specific approaches

« Monitor and estimate the carbon footprint associated with financing/investment activities using the most granular
sector-specific decarbonization scenarios available

* Incorporate the latest climate scenarios into planning and stress testing exercises, with a NetZero target for 2050

* Incorporate physical risk with maximum granularity, considering more severe scenarios than under current policy

& prometela Climate & Environmental Risks | 4

Internal And Trusted Partner Use Only Document owned by Prometeia



% prometeia

- At what stage is the journey for Banks?
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é prometeia

At what stage is the journey for Banks?
Use case POV

The journey so far...

MA: from sectoral to granular and multi-period
approaches, from vulnerabilities to potential
financial impacts

ICAAP with Credit Risk assessment and dynamic
balance-sheets

Enhanced data availability and quality (GHG, NFCs)

Developed KRI and KPIs with focus on the risk side
for RAF enhancement and for BES (ECB letters)
Focus on climate-sensitive clusters, aggregated
targets, monitoring purpose

First (few) overlays on provisioning — top-down
approaches considering mostly indirect impacts
First trial of inclusion of C&E drivers into IRB (LGD)
models

Credit policies acting on top-polluting sectors
First credit strategies cascading NZBA targets
Haircuts on new collateral values due to PR and
TR (wip — under discussion)

...upcoming challenges

Increasing coherence across C&E risk
identification processes (TCFD, ESG P3, ...)
Widening risk drivers and covered asset classes
(Nature-related risks, Transition Risk for individuals)
Measuring RepRisk

Action plans challenging and sensitivities — EBA

Cascading on business processes of RAF KRIs
Measuring impacts on NIl and NFCI within the
Business Environment Scan — C&E does not
mean ECL only!

IFRS9 framework to be "contaminated"” by C&E
risk drivers considering asset class / transmission
channel peculiarities (e.g. PD Pit or forward-looking
curves?)

Strategic Plans including measured C&E levers
Optimization of credit portfolios considering
mitigation and adaptation finance risk-adjusted
profitability

Not exhaustive view of our offer, other key elements are related to mortgages portfolio, nature-related risks, ete.
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At what stage is the journey for Banks? (2/2) @ Focus next slides
Transmission channels POV

Transition Risk Physical Risk Nature Related Risk
TRE NFCs PRE NFCs |e NRR NFCs
[ « Companies are the main _
NFCs (Large responsible for GHG emissions || * Impacts (PDs, LGDs) both on * Impacts on and dependenues
m d both di indi - assets (direct) and production by the Natural Capital means,
C tes & and both direct & indirect —> _ _ _
orporares impacts on B.S. can be (indirect) due to flood, first reputational risks but
SMEs) measured (PDs) and need droughts, heatwaves, etc. potentially credit risks
finance
o A"double default" risk lies . .
* Production stop affects N
% Consumer procuction 5o NOTONLY P1RISKS.ALSO T
? L - REPUTATIONAL RISK
oans * Impact of (?n(?rgy S_hOCkS o - C&E risk drivers can also trigger reputational
borrowers' discretionary income - Impact on collateral values - damages causing |
e e (LGDs), with high granularity client loss / outflows / increase in cost of
¢ Assets’ stranding and scenario-depenaent risk maps ' :
g 0-d d ik : funding / etc. due to
Morfgages retrofitting costs impact both * Insurance coverage and * Lack of credibility in Bank’s transition
collateral value (LGDs) & adaptation measures can also - plans

households income (PDs) be opportunities : « NZBA commitment breach

-+ Greenwashing
a TRE REAL ESTATE REAL ESTATE x
MACRO-CLIMATIC SCENARIO New NGFS scenarios including
» Both Transition & Physical Risk are scenario-dependent i/?% Nature Related Risks will be
@ according to the NGFS framework by default /N - FS |: released soon
» Custom scenarios can be used as well by Prometeia’s tools

prometeia
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- What's new?
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@ Transition Risk Engine: Real Estate
Risks and opportunities measuring for low energy-performance mortgages

The Transition Risk RE Engine combines scenario variables with projections of energy efficiency costs of buildings, generating
Impacts on the market value of assets (LGD channel) and the disposable income of individuals (PD channel)

Scenario and stranding events

Retrofitting costs projection

Calculating impacts

1. Target emission path driven either by a Net
Zero commitment or by a Policy Action

2. Each property path encloses energy sectors
decarbonization actions

3. For each stranding event a retrofit is
triggered, and the asset moves to the lower
emission level

= Stranding means interventions (or not
interventions) leading retrofitting costs and a
remix of the energy sources, which, combined
with energy commodity prices, allows to
estimate real estate management costs year by
year

SCENARIO .———(3) STRANDING
REAL ESTATE EVENT
EMISSION
INTENSITY /

Emission Intensity (CO2/m2)

Base }430 NetZero2023

ASSET
PARADIGM
EMISSION ASSET
INTENSITY RETROFITTING

prometeia

Paradigm ITF12AG Sample Valorization

Climatic Zone F

Country Country X

Surface Area Between 100 and 200 sg.m
House Type Apartment

EPC class G

Energy consumption (Electricity)
Energy consumption (Gas)

605.12 KWh/y
6120.76 m3ly

€O, Emission 73.995 Kg/m?
Opaque building shell costs (sg.m) 883,27 €/sqm
Opaque building shell numerosity 459
Transparent building shell costs (sg.m) 367,54 €/sqm
Transparent building shell numerosity 232
Winter climate control costs 11.520,00 €
Winter climate control numerosity 65
Summer climate control costs 7.200,00 €
Summer climate control numerosity 0

Internal And Trusted Partner Use Only Document owned by Prometeia

Future costs could impact the value of real
estate Energy prices and financial expenses affect
the discretionary income of individuals

Yearly Retrofitting Cost L G D
W&":P/&W&:/@?W&W@W@?‘V@QW@Q#\#“‘#?DQR@?TSQ’W@‘\W@%ﬁgwé‘“ﬂ/g.\wg’tl;ﬁh#EL&‘J‘T&%T/@;\WQE"#QW@Q F .
mRetrofitling Cost I n an C e
35%
30% mnertial m Efficiency path
25%
20%
PD Impact
10% .
o Disposable
[ | .
0% - Income
59 D le  Energy Debt  Difilsable Energy Debt
i expenses expenses iMBome expenses expenses
-10%
15% 2025 2030
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@ Nature-related risks

Risks and opportunities measuring for low energy-performance mortgages

m TNFD proposes an assessment process for managing nature-related risks and opportunities: the LEAP approach, a 4-step process

EE aimed at supporting the internal assessments (Locate, Evaluate, Assess and Prepare). Prometeia’s tools reflects this approach

Locate Activities & Sector Materiality Impact Assessment Business strategy

1. Companies’ Headquarters and local production
sites are geolocated

2. Natural-capital Maps provides the basis for
analyzing ecosystem services and pressures on
biodiversity

3. The sectoral materiality of the dependency or

specificity and value chain

impact is evaluated taking into account the sector's

Sensitivity analysis is performed in order to provide
for scenario-dependent financial impacts
assessment

Specific production and damage functions for
sector/impacts and dependencies guarantee solid
and granular analysis

The risk indicators obtained impacts directly affect
balance sheet items (e.g., operating costs)

Define the business strategy to support mitigation
and adaptation to Nature-related risks:

= Sectoral Assessment and NRR inventory (KRIS)

= Downscaling to single-name Assessment (monitoring
of critical values based on sector/area)

= Client engagement requesting active mitigation
strategy on relevant KRI

;[ Company locations ]

- -
-

Company 2

9,
Sector / o
Geography
matrix

[ Site-specific Ecosystem status. ]

Industry-specific pressure level

prometeia

6.0%

[ Impact sensitivity ]

Final Water

4.0% 1™\ scarcity value

Operating Costs

Increased
operating costs

Initial Water
1.0% scarcity value

/l - :
! Y
Stress on Water
Scarcity

0.0%

0.0 1.0 20
Water scarcity
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Migating direct &
impa H

Pol
Direct phys)
nput
Enabling
production

Impacts. Dependanci N\
P IR & WIS A P [ KRI Heatmap &

monitoring

- [ Indicator Type unit Location
Chemicals -
Hanactirng - Land cover Impact km2/M€ Relevant
Water
. Impact  kg/M€  Relevant
pollution
Water use Imp/Dep Mm3/M€ Relevant
Blcfrf\as:s Dep K/ME Non-
provisioning Relevant
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How long will us
stay In the hype
with poor
mitigation
actions?
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Confidentiality

Any partial or total reproduction of its content is
prohibited without written consent by Prometeia.

Copyright © 2024 Prometeia
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Contacts

Bologna

Piazza Trento e Trieste, 3
+39 051 6480911
italy@prometeia.com

London

Dashwood House 69 Old Broad Street
EC2M 1QS

+44 (0) 207 786 3525
uk@prometeia.com

Cairo

Smatrt Village - Concordia Building, B2111
Km 28 Cairo Alex Desert Road

6 of October City, Giza
egypt@prometeia.com

ﬁ prometeia
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Milan

Via Brera, 18

Viale Monza, 265
+39 02 80505845
italy@prometeia.com

Istanbul

River Plaza, Kat 19

Buyukdere Caddesi Bahar Sokak
No. 13, 34394

| Levent | Istanbul | Turkey
+902127090280-81-82
turkey@prometeia.com

Rome
Viale Regina Margherita, 279
italy@prometeia.com

m Prometeia

Y @PrometeiaGroup

n Prometeiagroup

@) Prometeia

WWW.prometeia.com
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