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The increasing relevance of ESG topic into the Companies’ Corporate strategy

Companies show increasing
commitment toward ESG principles?

Of CEOs believe that

990/ sustainability is important for
0 the future success of their

business

Of CEOs believe that the

88% economic system needs to be

re-focused on “fair growth”

&

Of CEOs own themselves
820/ accountable to leave a
sustainability mark as part of
their mandate

10+

Stakeholders are asking for greater
disclosure level on ESG

Investors Institutions

£ &

Including sustainability Raising the minimum
as driver for target level of disclosure on
selection ESG

Clients \”/ Employees

50 o
Preferring sustainable
goods and services

Considering ESG profile
to evaluate employers

10+
Standards for sustainability
reporting

ESG rating agencies

Companies able to embrace
sustainability are seeing a return

58% Positive

Correlation
of ESG vs

economic-
financial
returns

13% Neutral

21% Multi-directional
8% Negative

Source: (1) KPMG ICRR Survey 2015; UN Global Compact-Accenture CEO Study on Sustainability; PwC 19th Annual Global CEO Survey; Note: (*) Among the 250 largest worldwide Companies by revenue
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ESG-impacts planning & monitoring is focused on six key guestions

@ What are the ESG
themes the company
wants to focus on?

@ What dimension the
company want to
monitor for the ESG
areas of interest?

@ How to monitor the
achievement of the
objectives set?

Metrics ESG

Ambition

Tﬁ Initiatives

contribution

IMOnitor'\“g

This information is confidential and was prepared by Bain & Company solelyfor the use of our client; it is not to be relied on by any 3rd party without Bain's prior written consent

Targets

What is the target we want to
generate for each dimension in
the short / medium term?

What is the contribution of both
ESG and “traditional” initiatives
to the achievement of ESG
targets?

What are the impacts on
processes and tools?
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ESG ambition should translate into a limited number of priority themes, focusing

not only on the Environmental dimension but also on other emerging topics

ESG AMBITION AND STRATEGY

Today : Main focus on carbon

[NON-EXHAUSTIVE

Tomorrow: Expansion to full ESG spectrum

Environmental

Waste
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quality

:_EU Circular Economy =

Zero waste to
landfill certification

i Action Plan

2 Social responsibility ) @
S 00

L2 70N\ Car_bo_n — Product & Health &
g emissions service WeII,ness
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Transversal theme : | i ! Fairtrade O |
B-Corp certification == E : ! commitments |

|
. FAIRTRADE ]

Air & water

Anti-competitive

____________ Femm—— e ———— -

O @®

GHG Water Biodiversity & Land use Material
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| -T-7 - TS TTTTTTT-T=== 1
11 Water crisis | » Biodiversity g Financesr !
1 EC NOMIC !
! among top 5 risks @ : | pledge sy
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privacy & health & relations inclusion
security safety t~__ PN
| EUGDPR -, ! | MentalHealth MENTAL i i Genderequallty +
| regulaion "7 | i awareness WO | | advocacy gy
N\
Indirect Transparency Governance & Tax Geopolitics
economic & r|sk Mgmt.  corruption o S __.
1
impacts r--" ----------- | : Taxcodes |
: EU Sustainable-H |  of conduct k& :
+ finance taxonomy | = "TTTTTTToooes
[ [ ——
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Source: Bain analysis, Lit. search
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Anticipated expansion from carbon to full ESG themes
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¢ The design of ESG KPIs / metrics follows 3 distinct needs of the Bank

ESG KPI / METRICS

Alignment to requests Alignment to Bank’s Alignment to market
from regulator / ? ESG ambition @ best practice O
rating agencies 33 $ é;
— — — — 0
it d « KPIs " required" by the * KPIs as a natural « KPIs defined in line
monitored, regulator, "must-have" consequence of the with “standards” set
the design IS to ensure positive strategic ESG choices / by market best
det . d positioning vs. rating Initiatives undertaken by practices
eermine agencies the Bank
by three
- — EXAMPLES
different
EBA Pillar 3 disclosure - Joining the Net-zero alliance Reducing the gender pay gap
typeS Of Sectorial Carbon footprint
factors
Climate stress test BCE - Becoming the first world impact Being plastic free and / or

phisical risk exposure Bank paperless

This information is confidential and was prepared by Bain & Company solelyfor the use of our client; it is not to be relied on by any 3rd party without Bain's prior written consent BAIN & COMPANY @



Y ESG targets setting take place in the same framework of the financial metrics

ESG TARGET

Strategy definition
(specific target)

Playing field definition
(flor or cap)
H H
* Identification of an
acceptable framework
for action, consistent
with other prospective
strategies and scenarios

 Definition of the target as
the way of addressing
the activity within the
defined action
framework

Example: Green Asset Ratio target definition

Activities « Acceptable ratio range + Green Asset Ratio target
definition in line with the definition within the
RAF setting range defined by the
CRO
Typical I * Owner: CRO ¢ Owner: P&C
owner

This information is confidential and was prepared by Bain & Company solelyfor the use of our client; it is not to be relied on by any 3rd party without Bain's prior written consent

©)

Optimal asset allocation

setting (if required)

In view of the target,
potential development of
the optimal asset
allocation

Asset allocation
optimization strategies
to guarantee the targets,
taking into consideration
the portfolio starting
point

Owner: Lending
Strategies

Processes/ rules alignment
to the targets’ achievement

Declining processes
and specific rules to
effectively address the
achievement of targets

Lending processes
alignment to the
predefined requirements
and dedicated rules
development for specific
sectors / portfolio

Owner: CLO
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S Net-Zero Banking Alliance example: the membership implies the commitment to
set long-term Net Zero targets and the need to define the “pathways” to reach them

ESG TARGET

The Net-Zero Banking Alliance commitment

« Transition all operational and attributable GHG emissions from lending and investment portfolios to align with
pathways to net-zero by mid-century, including CO2 emissions reaching net-zero at the latest by 2050

Target Definition

2

* Banks shall set, at a minimum, a
2030 (or sooner) and a 2050 target

» Further intermediary targets shall
be set every five years after the
initial (2030 or sooner) interim
target

* Long-term and interim targets shall
be based on widely accepted
science based decarbonization
scenarios

This information is confidential and was prepared by Bain & Company solelyfor the use of our client

itis

not to

bere

lllustrative portfolio
assessment

A

GHG emissions intensity (kg CO,/ unit of output)

A — — — Banks pathway

Q Bank’s Loan portfolio
| N\

Pathway option 2

Today 2030 2050

lied on by any 3rd party without Bain's prior written consent

D

Strategic Questions 0

Market decarbonization pathway “1,5°C Scenario®

« What is the Bank’s portfolio de-
carbonization pathway aligned
with the “-1,5° Scenario™?

« Should the Bank set more
ambitious / demanding targets to
anticipate NZ2050 targets? (e.g. -
55% in 2030)
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After set the ambition and the “trajectory”, the Bank needs to quantify ESG

<« contribution from ESG and “standard’ initiatives

ESG CONTRIBUTION FROM INITIATIVES

DEFINITION OF DEDICATED BUSINESS CASE
FOR ESG INITIATIVES

INCLUSION OF ESG KPIs IN THE

. «TRADITIONAL»
@ Project

[\ categorization

Standard Initiative
%% Differentiated business Qualitative
“% case by type and size
Persistent
ooo|  Minimum set of N
og 1) information required Positive
Manageable

This information is confidential and was prepared by Bain & Company solelyfor the use of our client; it is not to be relied on by any 3rd party without Bain's prior written consent
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BUSINESS CASES

Product/ Services

Quantitative

Short-term

Negative

Structural

Real case in the next slides

BAIN & COMPANY (O



Business Cases not only allow to assure the respect of the targets, but can
«  quantify the significant value creation potential of the ESG strategy

ESG CONTRIBUTION FROM INITIATIVES

* Lower CoR: banks with a better
sustainability profile have a cost of risk >
25% lower than the market. Variance can be
higher for banks that do not carefully
manage risk associated with climate change

@
®

» Improved debt capital market access:
e.g. improvement through both traditional
and sustainable bonds including potential
20-50 bps reduction in cost of funding,
resulting from higher level ESG rating

®
®

/BAIN ESG VALUE CREATION FRAMEWORK

-7

Revenue Cost of risk

T

* New business opportunities: along with new
products, banks can benefit from innovative
new opportunities (e.g. advisory desk)

» Better NPS scores: a distinctive ESG profile
strengthens relations with customers and can
lead to more promoters, who are 1.7 — 2.2x
more profitable

Opex Cost of funding

T

* Resized cost base: ESG transformation

can represent an opportunity to
completely rethink internal consumption
models and bring efficiencies up to 5-10%
on operating costs

This information is confidential and was prepared by Bain & Company solelyfor the use of our client; it is not to be relied on by any 3rd party without Bain's prior written consent

Cost of capital ESG Economic Value

|

» Improved share price performance and
access to capital markets: ~50% of
asset managers already incorporate ESG
factors into investment decisions, a share
quickly growing

BAIN & COMPANY (O



O Alternatives and designing principles when defining the Governance model

MONITORING

Distributed Mixed

Selected centralization
of data to the CFO,
while decentralized

more complex/ technical
one

Centralized

Each data owner
manage and storage
data sharing the results
with CFO

CFO collect, clean and
transform data for use

@ Establish ESG data governance that enables data flow across organization instead of being siloed in single bulk

Plan what happens to the data once collected, including classification, storage, updates, etc.

@ Establish data integration considering all relevant dimensions (new & old data, external & internal)

This information is confidential and was prepared by Bain & Company solelyfor the use of our client; it is not to be relied on by any 3rd party without Bain's prior written consent
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Evolving P&C processes does not mean disrupting ordinary ones but working to
O create widespread awareness among all the stakeholders involved

ENABLERS

Q Focus on next slide

Strategic planning

Strategic Bottom-up The_ k_ey logical st_eps_ of
guidelines Top-down target & ) defining and monitoring
identification } targets negotiation Commit } Control processes are formally aligned
to the traditional P&C processes
N\ I /
/\@/y The new elements concern:

— O o — f} The areas of dis_cussion and
Definition of ﬁ C/ﬁ DDD I:I o o pegotlathn, typically not present
ESG Purpose O A () o —/\/\—0 in the ordinary language of the
/ Ambition / M actors involved in Strategic

Strategy Definition of Quantification Planning & Budgeting
ESG targets of ESG processes
contribution ) o
from Integration of Monitoring of @ The number of actors to be
the initiatives ESG ESG involved according to the
performance performances .
targets into complexity of the selected KPI
the traditional
Translation of MBO system
=200 llelifeln Therefore, the central issue is
in KPI/ :
metrics the creation of awareness
among the actors involved
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