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European Central Bank

Monetary policy: price stability objective

Support the general economic policy to contribute to the achievement
of the objectives of the Union such as: ,Sustainable development of
Europe® and a ,high level of protection and improvement of the quality
of the environment®. EU Green Deal or Sustainable Finance Strategy.

Economic and financial risks of nature degradation and the
feedback between the economy and the financial sector is
already advancing at a rapid pace.

» In terms of physical risks, 72% of non-financial corporations
(NFCs; ~ 3 million individual NFCs) are highly dependent on at
least one ecosystem service.

» Almost 75% of corporate bank loans in the euro area are granted
to NFCs with a high dependency on at least one ecosystem
service.

ECB - three key strategic objectives

.

Managing
climate-related risks

Supporting the
green transition

Fostering
wider action




FMA GUIDE ON MANAGEMENT OF SUSTAINABILITY RELATED .
RISKS M A

Ecosystem services

* “Nature-related financial risk refers to EST3 o~
the risks of negative effects on ﬁ 2 -
economies, individual financial e
institutions and financial systems that ‘ :
result from:

(i) the degradation of nature,
including its biodiversity, and the
loss of ecosystem services that
flow from it (i.e., physical risks);

* (ii) or the misalignment of
economic actors with actions
aimed at protecting, restoring,
and/or reducing negative impacts
on nature (i.e., transition risks).”

é
ECOSYSTEM © pereeen) @ 4
SERVICES

B
a
=3
=
=
=
s

=
8
o
s
o
=
=%

Source: Graph: Source: Living Planet Report, WWF 2016: FMA Guide on Sustainability Risks: Konsultation paper: https://www.fma.gv.at/konsultation-zu-nachhaltigkeitsleitfaden-startet/ 3



Integrated and holistic view on management of environmental related risks — including biodiversity and natur-related risks

Requirement to establish know-how and technical and organisational infrastructure for the adequate management of nature-related
and biodiversity risks to understand and limit the implications

Complexity is a major challenge for the integration of biodiversity and natur-related risks:
Interdependency between ecosystem services
Non-linearity
Irreversibility
Feedback Loops
Geographical specificities

Five primary direct drivers of biodiversity loss:
Land and sea use change
Resource extraction
Climate change
Pollution
Invasion of alien species



CRR/CRD Banking Package

Definitions for ESG Risk Management

Introduction of transition plans according to Art. 76 CRD a prudential risk management tool for ESG
Integration of ESG risk in ICAAP, liquidity and stress testing framework

YV VY

ECB Guide on climate and environmental risk management (since 2020)

13 supervisory expectations

Relevant for significant credit institutions (> EUR 30 Mio. assets) at highest level of consolidation
Recommendation to NCAs to apply expectations also to LSI

Comprehensive supervisory program since 2021: ,Thematic Review‘ (comprehensive self-assessment incl.
publication of assessment reports, findings and potential supervisory decisions incl. periodic penalty
payments)

YVVVY

» Until now, ESG risks were addressed as drivers of existing risk categories U
»  Since 2020: Integration of ESG risk related aspects in existing EBA-Products (ie. Guidelines on Loan
Origination, EBA GL on Internal Governance, Fit & Proper, Remuneration etc.)
» Numerous Mandates according to CRR3/CRD6 Package
» EBA GL on ESG Risk Management and Transition Plans (Finalization untic Dec 2024),
Guidelines on Stresstesting, etc.
» Update of ITS on Pillar 3 Disclosure of ESG Risks




BIODIVERSITY — RELEVANT LEGAL ACTS @AM A

EU Green Deal

+ not only climate mitigation and adaption, but also four further environment objectives relevant to
nature.:
« protection and restoration of biodiversity and ecosystems;
« the sustainable use and protection of water and marine resources;
« pollution and prevention control;
« the transition to a circular economy

» European sustainability reporting standards (ESRS) will specify the information undertakings must
disclose in respect of, inter alia, water and marine resources, pollution, biodiversity and ecosystems

* ESRS 4: Biodiversity and ecosystems: undertaking’s plans and capacity to adapt its strategy and
business model in line with respecting planetary boundaries

« Integration ESG factors and risks in risk management; transition planning
» EBA Mandates on disclosure and reporting will also adress nature-related risk factors

« “Sustainable investment” is defined as “an investment in an economic activity that contributes to
an environmental objective, as measured, for example, by key resource efficiency indicators on
the use of energy, renewable energy, raw materials, water and land, on the production of waste,
and greenhouse gas emissions, or on its impact on biodiversity and the circular economy”.
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ECB, in its capacity as banking supervisor, already treats nature degradation and biodiversity loss as a
component of physical risk, one of the two main drivers of climate related and environmental risk

Overarching principle: need for a sound, effective and comprehensive management and disclosure of
climate-related environmental risks is required by the current prudential framework

+ According to Capital Requirements Regulation and Capital Requirements Directive

- Stronger focus on ESG-risks with the implementation of Basel Il / CRR 11l / CRD IV Package (starting
from 1.1.2025)

2020 ECB Guide on supervisory expectations for the risk management of climate-related and
environmental (C&E) risks

+ Explicit recognition that environmental factors related to the loss of ecosystem services, such as
water stress, biodiversity loss and resource scarcity also drive financial risk

+ Expectation No. ...

« Banks should evaluate all environmental risk-related information beyond purely climate risks to ensure
that their risk management is all emcompassing.

+ Banks management bodies have appropriate understanding of climate-related and environmental
risks

+ Integration in business strategy, business objectives and risk-management framework, effective
oversight of climate-related and environmental risks
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Leitfaden zu Klima- und
Umweltrisiken
Erwartungen der Aufsicht in Bezug

auf Risikomanagement und
Offenlegungen

November 2020




Current practise (mostly) limited to qualitative expert judgements and identification of most exposed economic sectors (such as
agriculture), but no mapping of transmission channels

Banks should evaluate all environmental risk-related information beyond pure climate risks to ensure that their risk management is all
encompassing

Examples: ECB Good practises on Environmental risk management
Currently high-level macro perspective based on qualitative expert judgement

High-level description of vulnerable sectors such as agriculture (but no concrete transmission channels at portfolio level and no
quantification approach)

Assessment results in traffic-light red-amber-green scaling system

Exclusion based approach

More advanced: assessment of the biodiversity impacts of individual projects or clients

Starting point: international treaties and certifications on environmental protection
Development of a set of criteria to avoid involvement with entities that have a negative impact on biodiversity and ecosystems
Institutions checks for potential environmental risks on case-by-case basis
Good Practise: net biodiversity footprint: target setting and then translate it into a quarterly risk indicator



ECB — ENVIRONMENTAL RISK MANAGEMENT

Table 35
Stylistic example of @ heatmap
Onrerall
environmental
Sector Sub-sector Biodiversity score Pollution score Waier siress scone scome
Agricalturs | Duiry High Medium Medium High
Flowers Wi Medium High High
Fruil and vegesables: | Medim Liw High Reddiurn
Grain and oil seeds - | Low Low Low Lo
Livesinck High Low Lowr Blefim

Quelle: ECB Good practises for climate-related and environmental risks;
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.thematicreviewcercompendiumgoodpracuces 1 1 2uzs~v41 41woeuu.

AA ~Af

Table 36
Assessment guide for environmental due diligence of medium/high-risk clients
Environmental
risk driver Relevant risk factars Due diligence topics

Biodiversity Opemtipng marees | Revenues | Dependency on nalural capial pesels, scosystems and bod@versty?

loss wulnerable o Impoact of depiedion of nolumal caplial aszeis. ecoslistems and
hindirersiy change hiodrrersEy on clienf's revenue-generating capacity {&.5. reduclion in

Operations afiecing oy yiokis |7

endanpersd speces Pubic sardrment around biodversty and how S may impad produc

immlementziar of Herincl.

deferestalion poiicy Expenses. | Dependency of dient’s supply value chain on natural cepiinl assets,
acosysiems and biodversity [e.g. in procwrernent and other
cantracts}? Are supply chain dsnmbions fikeby?

Imgiod! of bindiversity issues on cleni's "incal feznce 1o cperte® or it
access 1o markel capital?

Pollution Eri==ion ol Revenues | Are consumer  preferences shifiing towords less poliuting abematives
airfwaleniand (e trends refaled (0 rew=abliefic-based matenals o view of plastic
pollugnnis (weighl n pofutian?)
orines)

_ Expenses | Complanos with isgal shiigations on polktion prevention? Ay

Fraductie, t e instances of legal non-comfiznoe reporied?

dispasal ol :

il Polluon-related reguiatony restinciions, tax changes or even bens feg.
ban on =ngle-w=a plaslics; inkoduction ol more sirnpant emission
wnntarnds)

Fuluns meeds Lo inves! i pollution confrol egupment that yield
significari impact on CAPEXT

‘Wiater stress Exposure io prpas of | Revenues | Are consames preferences shiffng tewerds loss wister misnseee
high watar siresx optians?

‘Water consumplion How sensiive o consemes io prices 0 s makel (z=suming that

inferrsily rising waler resounes costs are priced nio products|?

Expenses | Exposure io the risk of waler sty etiher dimclly as 2 soerce of

impul, or ndirecsly {2 as used for cocling, heeting, Inmspord,
clearing. #ic.) or through water-dependent supply chans?

Ay nafional or regional waber-discharge standands Hhat mas! be mes?
I nok, dioes the client hone a standard policy on & Gscharpes?
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Figure 1.1. Overview of steps for methodological framework
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Source: OECD authors’ illustration.

» Aligned with NGFS and TCFD expectations

A SUPERVISORY FRAMEWORK FOR
ASSESSING NATURE-RELATED




Figure 2.2. Integrated approach to biodiversity-, broader nature-, and climate-related risks

e.g., weather variability

e.g., defarestation Economic and

Financial Risks

e.g., water exploitation

Nete: Biediversity loss, dimate change, and broader nature degradation are presented fo be distinct, but this is just to llustrate the additionality
of each componant in this concapluaiisation. In reafity ot be possible to quantitatively distinguish between the economic impacts
stemming from each type of risk due to their strong interlinkages

Sourca: OECD awhors' lustration

A SUPERVISORY FRAMEWORK FOR
ASSESSING NATURE-RELATED
105 FINANCIAL RISKS

Climate change is a key driver for nature-related risks
and vice versa

Specific impacts of biodiversity loss on economic risks
may not be considered in Isolation, due to the close
interlinkages

Effects of climate change and biodiversity loss may
reinforce one another, leading to compounding
aggregated impacts on the global economy

Most important process step: Identification of
transmission channels of biodiversity and nature-
related risks into physical and transition risks

Assessment of micro- and macro aspects until
idiosynkratic shocks



A SUPERVISORY FRAMEWORK FOR
ASSESSING NATURE-RELATED
FINANCIAL

OECD - SUPERVISORY FRAMEWORK FOR ASSESSING
NATURE-RELATED RISKS

Figure 3.1. A three-phase approach to identify and prioritise nature-related risks
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sl i ' : Process for identification and priorisation of nature-related
Dependencies Sector Ecosystem Key Risk p

Assessment Identification deniication IdentiRcation risks with greatest relevance for financial materiality

Sowce: OECD authors’ fllusration

Figure 3.2. Proposed methodological steps to assess impacts and dependencies

@r[ 1. Assess the scope of relevant financial assets
» Assessment of impacts and dependencies
% [ 2. Link financial assets to economic activities
» Dependencies between financial systems and nature- q )
lated risk d biodi it ‘ 3. Establish the degree of materiality for each nonfinancial corporate’s impact
related risks an loaiversity s and/or dependence on ecosystem services
. .. - =
Assessment of d_OUbIe_materla“ty’ _asses_sment of 4, Weight the degree of materiality for impacts/dependency for each
exposure of the financial SyStem VIS-a-VIS m ecosystem service to the overall portfolio of financial assets within the
nature-related risks L fmancial System )
}__’ 5. Ascertain the degree of overiap between impacts and dependencies on
L ecosystems services for each economic sector

o

Mote: Financial authoritses may determing the most appropriate mathod for establishing overlap; howaver, the purposa is ta identify areas which

. may be exposed to both physical and transition risks.
https://www.oecd-ilibrary.org/docserver/a8e4991f- Spurce’ OECD authore’ Hlusration.

en.pdf?expires=1732383547&id=id&accname=guest&checksum=FC364E8AC4F2967DAECA2C579€ ~— v«



A SUPERVISORY FRAMEWORK FOR
ASSESSING NATURE-RELATED

OECD - SUPERVISORY FRAMEWORK FOR ASSESSING
NATURE-RELATED RISKS

« 2. |dentification of economic sectors:
» Clustering of economic activities according to their dependencies of and
their impact on ecosystem services

Figure 3.3. Phase 2. Economic sector identification

* Nonfinancial corporates with the highest degree of materiality regarding

impacts and/or dependencies, and the number of ecosystem services SESRGRICSECOS ¥ Geographic scope
which are impacted and/or depended
- Identification of relevant direct and R
« 3. Ecosystem identification: et economic actiifes T
» |dentification of the most relevant ecosystems services using the results :}. %% '&
. . L] —
of the impacts and dependencies assessment; o1 Sainag P o

+ Aggregation into economic sectors e
physical and transition risks

* Identification of the main drivers of nature loss and general threats to e s
the integrity of the key ecosystem services; ' -
+ Performance of an assessment of the current and forecasted state of
nature.

FMA PPT https://www.oecd-ilibrary.org/docserver/a8e49911-

en.pdf?expires=1732383547&id=id&accname=guest&checksum=FC364E8AC4F2967DAECA2C57964DB0O0A 1



OECD - SUPERVISORY FRAMEWORK FOR ASSESSING

NATURE-RELATED RISKS

Figure 4.1. Economic risk conceptualisation and transmission channels
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https://www.oecd-ilibrary.org/docserver/a8e4991f-
en.pdf?expires=1732383547&id=id&accname=guest&checksum=FC364E8AC4F2967DAECA2C57964DB0O0A

A SUPERVISORY FRAMEWORK FOR
ASSESSING NATURE-RELATED
FINANCIAL

Economic risk origination:
physical and transition risk channels
* physical: acute and chronic
+ transition: policy, technology and sentiment,
concrete physical location

Materialisation of economic risks: assessment on
micro and macro level, micro-economic level requires
substantial amount of data

* Feedback-Loops and mutual contagion effects
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BIODIVERSITY AS BUSINESS OPPORTUNITY

Business performance

Markets

Resource efficiency

Changing dynamics in overall markets, such
as access to new markets or locations, that
arise from other opportunity categories asa
result of changing conditions, including
consumer demands, consumer and investor
sentiment and stakeholder dynamics

Access to capital markets, improved
financing terms or financial products
connected to positive nature impacts or the
mitigation of negative impacts

Actions an organisation can take within its
own operations or value chain in order to
avoid or reduce impacts and dependencies
on nature (for example, by using less natural
resources), while achieving co-benefits such
as improved operational efficiency or
reduced costs (for example, micro-irrigation,
which maximises plant health, reduces water
use and raduces costs)

Sustainability performance opportunity categories

Value proposition related to the creation or
delivery of products and services that
protect, manage or restore nature,
including technological innovations

| Reputational capital

Changes in perception concerning a
company’s actual or perceived nature
impacts, including the consequent impacts
on society and engagement of stakeholders

Sustainable use of
natural resources

Substitution of natural resources by recycled, regenerative, renewable

and /or ethically responsibly sourced organic inputs

https://www.oecd-ilibrary.org/docserveriase4yy11-

\ Ecosystem protection,
/ restoration and regeneration

Activities that support the protection, regeneration or restoration of

habitats and ecosystems, including areas both within and outside the
organisation’s direct control

en.pdf?expires=1732383547&id=id&accname=guest&checksum=FC364E8AC4F2967DAECA2C57964DB0O0A
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