With sustainable finance gaining momentum around the world, banks are developing strategies to embed ESG
factors into their lending and investment decisions. In this infographic, we review several of the key sustainability-
focused strategies banks are using, including environmental and social due diligence, integration, thematic
investing, ESG engagement, and sustainable finance frameworks.

Strategy How it Works What it Looks Like

Excludes or avoids transactions
not aligned with environmental, Negative screening criteria
Negative social, and ethical standards. often include issues like weapon
Screening Currently the most popular manufacturing, tobacco sales, or
technigue used for ESG production of fossil fuels.
asset management.

Positive screening criteria may

- include best-in-class screening,
Positive fﬁ;fcsz)igrﬁ;ﬁ;eok;ogggers companies and sectors with higher

I . . ESG scores compared to their peers,
Screenlng factors relative to their peers. . X . P
or companies that are actively
improving their ESG performance.

Additions to the bank’s sustainable
Integration strategies finance portfolio are selected using
: Incorporate ESG Issues In both financial and ESG factors, such
Integ ration financing decisions to better as calculating the ESG risks of an
manage risks and improve investment or valuing the revenue
returns. impact of increasingly stringent
environmental regulations.

Prioritizes companies or projects
aimed at positive social or
- environmental change, e.g.,
Thema_tlc addressing climate change,
|nVGSt|ng gender equality, or United Nations
Sustainable Development Goals
(SDGs).

Banks may develop lending initiatives
to accelerate the transition to a
low-carbon, sustainable economy,
particularly projects targeting the
SDGs. Impact investing also falls
under the thematic category.

With engagement, banks take The Net-Zero Banking Alliance

ESG a more active _role N managing strongly encourages signatory banks
ESG impacts, including to engage with clients on reducing
Engagement discussing ESG issues with their carbon emissions and to develop
corporate borrowers with innovative solutions to support clients’

the aim of improving their efforts to reduce emissions.
performance.

Here are some important commonalities
IN banks’ sustainable finance

| frameworks:
These frameworks outline

Sustainable banks’ ESG lending and * Sustainable finance goals, targets,
Finance investment practices and strategies, material ESG factors

rocesses, and often align with TIPSR -
Frameworks P 2 _ | * Transparent classification of eligible
well-established international financing activities

standards.
 Alignment with international goals

 Due diligence processes

 Regular third-party review (necessary
for the iIssuance of certain products,
such as sustainability-linked loans)

7

LEARN MORE about why banks are embracing sustainable finance by
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Sustainalytics, a Morningstar Company, is a leading global ESG research, ratings, and data firm supporting corporations and their financial intermediaries to consider sustainability
Issues In their policies, practices, and capital projects. As the leading second-party opinion provider in the market, Sustainalytics offers issuers credible verification on the use of
oroceeds for sustainable finance products. Corporations also leverage Sustainalytics’ ESG Risk Ratings to understand and promote their ESG performance with their internal ana
external stakeholders. The firm has received awards in recognition of its ESG solutions and opinion services, most recently from Climate Bonds Initiative, Environmental Finance and
GlobalCapital. With 16 offices globally, Sustainalytics has more than 1,000 staff members, including more than 350 analysts with varied multidisciplinary expertise across more than 40

industry groups. For more information, visit www.sustainalytics.com.
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. In comparison to corporate lending transactions, the intensity of screening is often higher for project finance transactions given due diligence requirements under the Equator Principles.
iI.  ESG factors to be included in integration strategies should only be those material ESG issues that can significantly affect corporate and investment performance.

. Banks often seek support from third-party ESG advisors on the classification requirements of sustainable finance instruments.
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